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U.S. HOUSE OF REPRESENTATIVES 
COMMITTEE ON SCIENCE, SPACE, AND TECHNOLOGY 
SUBCOMMITTEE ON TECHNOLOGY AND INNOVATION 

HEARING CHARTER 

Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies on 
Competition, Innovation, and Job Growth 

Tuesday, March 27, 2012 
10:00 a.m. - 12:00 p.m. 

2318 Rayburn House Office Building 


L Purpose 

On Tuesday, March 27, 2012, the Committee on Science, Space, and Technology Subcommittee 
on Technology and innovation will convene a hearing to better understand how Federal policies 
and regulations affect competition, innovation and job growth, and to solicit input from leaders 
of innovative companies on ways to improve Federal economic and regulatory policy. 


11. Witnesses 

Dr. Ron Cohen, President and CEO, Acorda Therapeutics. 

Mr. Mick Truitt, Vice President, Ludlum Measurements, Inc. 

Mr. Thomas M. Brandt, Jr., Sr. Vice President and CFO, Telecommunications Systems, Inc. 

Mr. Richard Bendis, Interim CEO, BioHealth Innovation; President and CEO, Innovation 
America. 

HI. Background 

Competitiveness and innovation are crucial to ensuring economic growth and Job creation in a 
global economy. Historically, the United States proved to be an excellent place from which to 
launch a new business, cultivating domestic entrepreneurship and attracting talent from around 
the world. The U.S. is home to a multitude of innovative companies in various high-growth 
sectors. U.S.-headquartered companies make up a disproportionate share on the lists of global 
companies by market capitalization, such as the Financial Times Global 500'. The U.S. is also 
home to 14 of the top 20 universities, according to the Times Higher Education World University 
Rankings." 


‘http://meclia.ft.eom/cms/33SS8S90-98d4~lle0-bd6G-0Q144feab49a.pdf 
‘ http;//www .timeshigher8ducation.co.uk/world-universfty-ranklngs/201l-2012/top-400.html 
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The United States continues to have the largest economy in the world. According to the 
Organization for Economic Co-operation and Development (OECD), the U.S.’s 2010 Gross 
Domestic Product (QDP) was nearly 43 percent higher than China’s, Uie second country on the 
list, in terras of purchasing power parity . 

However, recent trends suggest that other countries are catching up in terms of economic growth 
and competitiveness. In fact, a study by the information Technology and Innovation Foundation, 
a non-partisan research and educational institute, ranks the U.S, sixth out of 40 countries in 
overall innovation-based competitiveness.'* 

According to The Conference Board, a global, independent business member.ship and research 
organization, U.S. GDP is estimated to grow at an average annual percentage rate of 2,3 in the 
years 2012-2016^, below the post-World War II average of 3.25 percent^. Unemployment 
currently sits at 8.3 percent, according to the February 2011 Bureau of Labor Statistics Report. 
Some economists predict that China’s GDP will surpass that of the United States in terms of 
purchasing power parity in 2016 and in market exchange rate value by 2018.* 

Policymakers from different countries recognized the success of innovative companies in the 
UnM States (including small, medium, and large companies) and implemented policies to 
cultivate inoovation-led growth in their own countries. These policies cover a wide spectrum 
including tax, researcli, regulation, human capital, and trade policies, among many others. 

Today’s hearing is intended to examine how Federal policies and regulations affect 
competitiveness, innovation, and job growth. Witnesses will discuss the advantages and 
disadvantages of current Federal policies, and will make recommendations on how changes to 
Federal policies can improve the country’s competitive profile to ensure that the U.S. remains the 
preeminent country in which to launch or expand a business. 


fV. Federal Policy and Competitiveness 

In a developed economy such as that of the United States, private sector innovation is critical to 
economic growth. Studies have demonstrated that innovation leads to mid-term and long-tenn 
employment and income growth.** Indeed, according to the Information Technology Industry 
Council, an association of information and communications technology firms, innovation has 


*tittp://stats.oecd.org/index.aspx?queryid=SSS 

■* R. Atkinson and S. Andes, The Atlantic Century: Benchmarking EU & U.S. Compeativeness.” Information 
Technology and Innovation Foundation, 2009. 

^ http;//wwwxonferertce'board.org/d3ta/globalout!ook.cfm 
® htt:p://www.traciingeconomics.com/united'St3tes/gdp'growth'annual 
^ http://www.bis.gov/news.release/pdf/empslt.pdf 
® http://www.economist.com/biog5/daiiychart/20i0/12/save_date 

® ft. Atkinson, D. Castro. S. Andes, S. Ezell, D. HackJer, and R. Bennett, "Innovation Policy on a Budget: DriN^ng 
Innovation in a Time of Fiscal Constraint." information Technology and Innovation foundation. September 2010 
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been responsible for approximately 80 percent of the growth in the U.S. economy since World 
War II, 

Other countries recognize the importance of promoting innovation-led growth and have adopted 
policies intended to increase foreign direct investment and domestic development and 
production. 

Today’s hearing w'ill examine the effects of the following policies (among others) on 
competitiveness and innovation. 

Corporate Tax Policy 

The U.S. currently has the second highest marginal corporate tax rate in the OECD at 35 percent 
(39,2 percent including state and local taxes).” Many OECD countries have lowered corporate 
tax rates over the last 20 years to improve their competitiveness. Indeed, if Japan changes its 
corporate tax rate on April 1 as expected, the U.S. will have the highest marginal corporate tax 
rate in the OECD (see figure 1). Even after accounting for credits and deductions, the U.S. 
effective tax rate is more than 5 percentage points higher than the effective tax rate for the rest of 
theOECD.'^ 


Figur e 1: Corpora t e Ta x Rates (http://www.oecd .org) 
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Other tax policies that affect competitiveness and innovation include the tax treatment and filing 
status of companies, as well as different countries’ policies on taxation of foreign earnings for 
exporters. 


informatton Technology Industry Council t www.itic.orgl 

http;//www,oecci.org/document/60/0,3746,en_2649_34533_1942460_l_l_l_l,00.htmt#C_CorporateCaptial 
“ http;//businessrout)dtable.org/uplo3ds/studie5-reports/downloads/Effective_Tax_Rate_Study.pdf 
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Regulation 

Federal regulations affect the cost of doing business for companies and therefore affect 
competitiveness. Regulations can have different effects on different sized businesses. A 2008 
study commissioned by the Small Business Administration determined that small businesses 
faced an annual regulatory cost of $10,585 per employee, which was 36 percent higher than the 
regulatory costs facing large firms. The Committee will examine the effects of regulatory 
policy on U.S. competitiveness for small, medium, and large firms. 

Research 

R&S Tea Credit 

The U.S. was the first industrialized country to adopt a comprehensive research and development 
tax credit in 1981. This credit provided incentives to businesses for conducting research which 
might lead to potential new products and services, even thougli the benefits of this research could 
accrue beyond the company conducting the research. Many countries followed suit and now 
offer more robust credits to fund research activities at private companies. France has enacted an 
R&D tax credit six times more generous than that of the U.S.’s (see figure 2) 

Figure 2: R&D Tax Credit (OECD Science, Technology and Industry Scoreboard 2009 - OECD ® 2009) 




Industry/Federal Funding for Research 

According to Batelle, a major research and development organization focused on scientific 
discovery and application, U.S. fending of research and development totaled $427.2 billion in 
2011, of which $270 billion came from industry, $128 billion from the Federal Government, and 
$30 billion from academic and other sources, ’’ The Committee will examine prioritization of 


“http://archive.sba.gov/advo/re5earch/rs371tDt.pdf 
www.oecdiiibrary.org/content/ book/sti_scorebo 3 rd- 2009 -en 
“ 2012 Global R&D Funding Forecast 
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Federal fiinding for basic and applied research programs within the context of the challenging 
budget environment. 

Human Capital 

Innovative companies in knowkdge-ba.sed economies depend on a talented workforce to develop 
new products and services or to improve existing products and services. Science, Technology, 
Engineering, and Math (STEM) education and immigration policies have an effect on 
competitiveness and innovation and the Committee will seek input from witnesses on these 
issues. 

Trade 

Innovative companies that export products and services depend on access to foreign markets. 
Trade policies affect the cost of doing business for companies in global markets. The Committee 
will examine Federal trade policies, including existing and potential trade agreements. 


V. Questions for Witnesses 

Witnesses have been asked to: provide recommendations on policies the Congress should enact 
to improve American competitiveness and to promote innovation; describe whether current 
Federal policies inhibit their companies' ability to innovate and, if so, recommend steps that 
Federal policy-makers can take to alleviate this burden; describe how Federal policy or 
regulatory uncertainty affects their companies’ ability to make business decisions; and describe 
how individual country’s economic policies influence their companies’ decisions to establish or 
expand business operations. 
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Chairman QuAYLE. The Subcommittee on Technology and Inno- 
vation will come to order. Good morning. Welcome to today’s hear- 
ing entitled “Fostering the U.S. Competitive Edge: Examining the 
Effect of Federal Policies on Competition, Innovation and Job 
Growth,” which is being held to examine the effect of federal poli- 
cies on U.S. competitiveness and innovation. In front of you are 
packets containing the written testimony, biographies and Truth in 
Testimony disclosures for today’s witnesses. I now recognize myself 
for five minutes for an opening statement. 

Today’s discussion is the fourth in a series focused on advancing 
U.S. innovation in a constrained budget environment, following 
hearings on cloud computing, startup companies, and principles of 
effective standards development. 

At the Committee on Science, Space, and Technology, we are for- 
tunate that we have the opportunity to influence the Federal Gov- 
ernment’s investments in basic research, which can result in game- 
changing innovations 10, 20, even 30 years down the line. We also 
influence science education policy, helping to ensure our Nation’s 
future workforce remains competitive in the global economy. 

While these policy areas are vital to U.S. competitiveness and in- 
novation, there are several other policy areas that affect our coun- 
try’s competitive standing. 

These areas include taxes, regulation, trade, protection of intel- 
lectual property, and human capital, among many others. Accord- 
ing to House Rule X, Clause 2(c): “Each standing committee shall 
review and study on a continuing basis the impact or probable im- 
pact of tax policies affecting subjects within its jurisdiction.” 

As part of carrying out our oversight responsibilities, the Com- 
mittee reviews laws, programs, and government activities that af- 
fect the country’s competitiveness and innovation. Therefore, as we 
hear a range of policy recommendations from our witnesses today, 
it is imperative that we understand how these many issues affect 
our Nation’s economic competitive position. 

As of April 1, the United States will have the dubious honor of 
having the highest marginal corporate income tax in the industri- 
alized world. This tax rate harms competitiveness by taking money 
away from companies that could be better used to conduct re- 
search, develop new innovations and create jobs. And it encourages 
companies to look for more favorable business environments 
abroad. 

Policy uncertainty can also make private sector business and in- 
vestment decisions more difficult. For instance, the Research and 
Development Tax Credit has expired 14 times since it was first au- 
thorized under President Reagan in 1981. While the Congress has 
repeatedly extended this credit, it generally has not done so until 
the end of each year, adding a layer of uncertainty to company in- 
vestment decisions. 

Excessive regulations and red tape increase the cost of doing 
business and create uncertainty for private sector companies. A 
study commissioned by the Small Business Administration in 2008 
calculated that small businesses faced annual regulatory costs of 
$10,585 per employee. In the first three years of the Obama Ad- 
ministration, the Federal Government imposed 106 new major reg- 
ulations with annual costs of more than $46 billion. By piling on 
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new hoops for employers to jump through, we are simply increasing 
costs that are passed on to consumers. 

Finally, our country’s deficit is projected to exceed $1 trillion for 
the fourth straight year, and our gross national debt exceeds $15 
trillion. This fiscal path is unsustainable. It is bad for business, 
and it is just plain wrong. Clearly, we must do better. As policy- 
makers, we need to foster an environment that allows U.S. -based 
innovators to compete and to flourish. We should enact policies 
that ensure this country remains the best place to launch or ex- 
pand a business. 

Today, we will be examining how federal policies and regulations 
affect competition, innovation and job growth and we will be hear- 
ing recommendations from leaders of innovative companies and 
technology transfer organizations on ways to improve federal eco- 
nomic and regulatory policy. 

We thank our witnesses for being here today, and we look for- 
ward to your testimony. 

At this time, I am going to submit for the record Tech America’s 
Technology Roadmap for America. Without objection, so ordered. 

[The prepared statement of Mr. Quayle follows:] 

Prepared Statement of Subcommittee Chairman Benjamin Quayle 

Good morning, I’d like to welcome everyone to today’s hearing, which is being held 
to examine the effect of federal policies on U.S. competitiveness and innovation. 

Today’s discussion is the fourth in a series focused on advancing U.S. innovation 
in a constrained budget environment, following hearings on cloud computing, start- 
up companies, and principles of effective standards development. 

At the Committee on Science, Space and Technology, we are fortunate that we 
have the opportunity to influence the Federal Government’s investments in basic re- 
search, which can result in game-changing innovations 10, 20, even 30 years down 
the line. We also influence science education policy, helping to ensure our Nation’s 
future workforce remains competitive in the global economy. 

While these policy areas are vital to U.S. competitiveness and innovation, there 
are several other policy areas that affect our country’s competitive standing. 

These areas include taxes, regulation, trade, and protection of intellectual prop- 
erty and human capital, among many others. According to House Rule X, Clause 
2(c) “Each standing committee shall review and study on a continuing basis the im- 
pact or probable impact of tax policies affecting subjects within its jurisdiction . . . 

As part of carr 3 dng out our oversight responsibilities, the Committee reviews laws, 
programs and government activities that affect the country’s competitiveness and 
innovation. Therefore, as we hear a range of policy recommendations from our wit- 
nesses today, it is imperative that we understand how these many issues affect our 
Nation’s economic competitive position. 

As of April 1, the United States will have the dubious honor of having the highest 
marginal corporate income tax in the industrialized world. This tax rate harms com- 
petitiveness by taking money away from companies that could be better used to con- 
duct research, develop new innovations and create jobs, and it encourages compa- 
nies to look for more favorable business environments abroad. 

Policy uncertainty can also make private sector business and investment decisions 
more difficult. For instance, the Research and Development Tax Credit has expired 
14 times since it was first authorized under President Reagan in 1981. While the 
Congress has repeatedly extended this credit, it generally has not done so until the 
end of each year, adding a layer of uncertainty to company investment decisions. 

Excessive regulations and red tape increase the cost of doing business and create 
uncertainty for private sector companies. A study commissioned by the Small Busi- 
ness Administration in 2008 calculated that small businesses faced annual regu- 
latory costs of $10,585 per employee. In the first three years of the Obama Adminis- 
tration, the Federal Government imposed 106 new major regulations with annual 
costs of more than $46 billion. By piling on new hoops for employers to jump 
through, we are simply increasing costs that are passed on to consumers. 
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Finally, our country’s deficit is projected to exceed $1 trillion for the fourth 
straight year, and our gross national debt exceeds $15 trillion. This fiscal path is 
unsustainable. It’s bad for business, and it is wrong. 

Clearly, we must do better. 

As policy makers, we need to foster an environment that allows U.S. -based 
innovators to compete and to flourish. We should enact policies that ensure this 
country remains the best place to launch or expand a business. 

Today, we will be examining how federal policies and regulations affect competi- 
tion, innovation and job growth and we will be hearing recommendations from lead- 
ers of innovative companies and technology transfer organizations on ways to im- 
prove federal economic and regulatory policy. 

We thank our witnesses for being here today and we look forward to your testi- 
mony. 

Chairman QuAYLE. I now recognize the gentlelady from Mary- 
land, Ms. Edwards, the Ranking Member, for her opening state- 
ment. 

Ms. Edwards. Thank you very much, Mr. Chairman, and thank 
you for calling this hearing on competition, innovation, and job 
growth. This hearing is an important follow-up to one that we held 
back in November on small business creation. 

I am pleased that we are taking an in-depth look at these issues 
as we seek to identify the best federal policies for fostering innova- 
tion and job growth and preserving our competitive edge in the 
global economy. And I thank the witnesses for being here today. 

Without a doubt, regulatory, tax, immigration, and economic poli- 
cies have an unquestionable impact on innovation and competitive- 
ness. And there are important steps that we can and should take 
in Congress to address these issues, including policies that I have 
long advocated, such as increasing and making permanent the re- 
search and development tax credit and providing incentives for 
businesses to co-locate their research and development and manu- 
facturing activities here in the United States. 

In addition, I am strongly supportive of efforts by policymakers 
and business leaders in my home State of Maryland to enact a 
measure to make more companies eligible for the State’s biotech in- 
vestment tax credit and to streamline the application process, aid- 
ing countless small- and medium-sized businesses. 

Locally, in Montgomery County, which I represent along with 
Prince George’s County, the biotech investment tax credit, the first 
such program at the local level anywhere in the country and mod- 
eled after the State’s program, has helped facilitate nearly $6 mil- 
lion in local investment for a number of local biotech companies. 
These are very promising programs that ought to be replicated 
elsewhere. 

However, for our purposes of today’s hearing and despite my ad- 
vocacy for some issues that do not fall under this Committee’s ju- 
risdiction, I think it is most worthwhile for us to focus on the areas 
and programs within our committee’s jurisdiction, and these can 
have an important impact on innovation and competitiveness. 

We have legislative authority over many programs throughout 
the Eederal Government that are seeking to partner with the pri- 
vate sector. State and local governments, academia, and others to 
promote innovation- and technology-based economic development. 
For example, in the America COMPETES Reauthorization Act of 
2010, we authorized the Office of Innovation and Entrepreneurship 
and the regional innovation strategies program at the Economic 
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Development Administration. These programs are up for reauthor- 
ization next year. I think it would be a valuable use of our time 
to check in on the progress of these programs and to hear from our 
witnesses today about how they might be improved, enhanced, or 
expanded. 

The truth is that there is much that can be done in the area of 
regional innovation beyond the critical aspect of creating linkages 
between and amongst the various stakeholders in a region. There 
are interesting ideas involving shared facilities, collaborative re- 
search and development, and commercialization that we ought to 
be exploring in an effort to enhance regional innovation and eco- 
nomic development. That is why I am particularly pleased that Mr. 
Bendis is joining us today as a witness. I am very interested in the 
BioHealth Innovation initiative, and I am very supportive of efforts 
to formalize and accelerate development of a biotechnology cluster 
in the Central Maryland region. We have extraordinary and unpar- 
alleled biotech assets in Central Maryland that can be and ought 
to be leveraged to make the region a truly global force in bio- 
technology. 

In addition to EDA’s efforts with respect to regional innovation 
and economic development, there are also some very relevant. 
White House-led policies under way that deserve some examination 
and review. These include the President’s Public-Private Start-Up 
America initiative and his recent efforts to enhance and improve 
technology transfer from our federal labs. 

We have jurisdiction in this committee over these programs and 
policies, and we should make the effort to evaluate their effective- 
ness to determine if there are steps that we could take by legisla- 
tively strengthening or improving them. 

I think it would also be worthwhile for us to take a serious look 
at what is going on with our international competitors. Other coun- 
tries, including Germany, Singapore, and China, are pouring sig- 
nificant amounts of money into programs to spur innovation and 
are trying out some interesting new models. We should seek to bet- 
ter understand these models, the lessons learned and the best prac- 
tices, and explore the possibility of piloting some of them here in 
the United States. 

I look forward to hearing from our witnesses today and hope we 
have an opportunity to touch on some of these important issues, 
and I yield the balance of my time. 

[The prepared statement of Ms. Edwards follows:] 

Prepared Statement of Ranking Minority Member Donna Edwards 

Mr. Chairman, thank you for calling this hearing on competition, innovation, and 
job growth. This hearing is an important follow-up to the hearing we held back in 
November on small business creation. I’m glad that we are taking an in-depth look 
at these issues as we seek to identify the best federal policies for fostering innova- 
tion and job growth and preserving our competitive edge in the global economy. And 
thank you to the witnesses for being here. 

Without a doubt, regulatory, tax, immigration, and economic policies have an im- 
pact on innovation and competitiveness. And there are important steps that we 
can — and should — take in Congress to address these issues, including policies that 
I’ve long advocated such as increasing and making permanent the R & D tax credit 
and providing incentives for businesses to co-locate their research and development 
and manufacturing activities here in the United States. 
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In addition, I’m strongly supportive of efforts by policymakers and business lead- 
ers in my home state of Maryland to enact a measure to make more companies eligi- 
ble for the State’s biotech investment tax credit and streamline the application proc- 
ess, aiding countless small- and medium-sized businesses. Locally, in Montgomery 
County, which I represent along with Prince George’s County, the biotech invest- 
ment tax credit — the first such program at the local level anywhere in the country 
and modeled after the State’s program — has helped facilitate nearly $6 million in 
local investment for a number of local biotech companies. These are very promising 
programs that ought to be replicated elsewhere. 

However, for our purposes today, I think it is most worthwhile for us to focus on 
those areas and programs within our Committee’s jurisdiction that have an impact 
on innovation and competitiveness. We have legislative authority over many pro- 
grams throughout the Federal Government that are seeking to partner with the pri- 
vate sector. State and local governments, academia, and others to promote 
innovation- and technology-based economic development. For example, in the Amer- 
ica COMPETES Reauthorization Act of 2010, we authorized the Office of Innovation 
and Entrepreneurship and the regional innovation strategies program at the Eco- 
nomic Development Administration. 

These programs are up for reauthorization next year. I think it would be a valu- 
able use of our time to check in on the progress of these programs and hear from 
our witnesses how they might be improved, enhanced, or expanded. 

The truth is that there is much that can be done in the area of regional innova- 
tion beyond the critical aspect of creating linkages between and amongst the various 
stakeholders in a region. There are interesting ideas involving shared facilities, col- 
laborative research and development, and commercialization that we ought to be ex- 
ploring in an effort to enhance regional innovation and economic development. 

That is why I am particularly pleased that Mr. Bendis is joining us today as a 
witness. I am very interested in the BioHealth Innovation initiative and am very 
supportive of efforts to formalize and accelerate the development of a biotechnology 
cluster in the central Maryland region. We have extraordinary and unparalleled bio- 
technology assets in central Maryland that can be, and ought to be, leveraged to 
make the region a true global force in biotechnology. 

In addition to EDA’s efforts with respect to regional innovation and economic de- 
velopment, there are some very relevant White House-led policies underway that de- 
serve some examination and review. These include the President’s Public-Private 
Start-Up America initiative and his recent efforts to enhance and improve tech- 
nology transfer from our federal labs. We have jurisdiction over these programs and 
policies, and should make the effort to evaluate their effectiveness and determine 
if there are steps that we could be taking legislatively to strengthen or improve 
them. 

I think it would also be worthwhile for us to take a serious look at what’s going 
on with our international competitors. Other countries, including Germany, Singa- 
pore, and China, are pouring significant amounts of money into programs to spur 
innovation and are trying out some interesting new models. We should seek to bet- 
ter understand these new models, the lessons learned and the best practices, and 
explore the possibility of piloting some of them in the United States. 

I look forward to hearing from our witnesses today, and hope that we will have 
an opportunity to touch on some of these important issues. I yield back the balance 
of my time. 

Chairman QuAYLE. Thank you, Ms. Edwards. If there are Mem- 
bers who wish to submit additional opening statements, your state- 
ments will be added to the record at this point. 

At this time, I would like to introduce our witnesses, and then 
we will proceed to hear from each of them in order. 

Our first witness is Dr. Ron Cohen, President and CEO of Acorda 
Therapeutics. In his current position, he oversees a public bio- 
technology company aimed at bettering the lives of those afflicted 
with a variety of neurological conditions. Next we will hear from 
Mr. Mick Truitt, Vice President of Ludlum Measurements, Inc. In 
this capacity, Mr. Truitt has dealt with the extensive growth in the 
international markets. Our third witness is Mr. Thomas Brandt, 
Jr., who is the Senior Vice President and Chief Einancial Officer 
of Telecommunications Systems, Inc., a wireless technology solu- 
tions provider. Mr. Brandt is also here on behalf of TechAmerica, 
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an association of diverse U.S. technology companies. Our fourth 
witness is Mr. Richard A. Bendis, the Interim CEO of BioHealth 
Innovation, Inc., and President and CEO of Innovation America. 
These current roles allow Mr. Bendis to lead two innovation inter- 
mediaries which help bring together the range of organizations and 
knowledge necessary to spur innovation. Thanks again to all of our 
witnesses for being here this morning. 

As our witnesses should know, spoken testimony is limited to 
five minutes each. After all witnesses have spoken. Members of the 
Committee will have five minutes each to ask questions. I now rec- 
ognize our first witness. Dr. Ron Cohen, for five minutes. 

STATEMENT OF DR. RON COHEN, 

PRESIDENT AND CEO, ACORDA THERAPEUTICS 

Dr. Cohen. Chairman Quayle and Ranking Member Edwards, 
Members of the Committee, it is my privilege to be here today to 
discuss ways to foster biomedical innovation in the United States. 

My name is Ron Cohen and I am the President, CEO, and found- 
er of Acorda Therapeutics, Inc. I have over 25 years of experience 
in the biotechnology industry, and I am appearing before this Com- 
mittee on behalf of the Biotechnology Industry Organization, or 
BIO, where I serve as Chairman of the Emerging Companies sec- 
tion of the Board. 

Acorda is a small biotechnology company located in Hawthorne, 
New York. I founded the company in 1995 with one mission, to de- 
velop therapies that could restore neurological function to people 
with multiple sclerosis, spinal cord injuries, and other conditions 
that affect the nervous system. 

In 2010, after 15 years of effort, we obtained FDA approval for 
Ampyra, a drug that improves walking in people with MS, a sig- 
nificant improvement in a basic function that affects the lives of 
MS patients. 

Our company went public in 2006, and today we employ over 330 
people who are working on a pipeline of innovative medicines that 
could be transformative in the lives of patients afflicted with these 
terrible diseases. 

America has developed more cures and breakthroughs than any 
other country. However, this position will not be sustained without 
a concerted policy focused on supporting and incentivizing the next 
frontiers of biomedical discoveries, treatments, and cures. Unfortu- 
nately, investors are now decreasing their funding in early-stage 
companies, such as ours, developing potential medical break- 
throughs. Even as we are decreasing our investment in early-stage 
biotechnology in the United States, we are facing unprecedented 
competition from around the globe to be the leader in biomedical 
research. In 2008, China pledged to invest $12 billion in drug de- 
velopment, and in 2011, the Chinese government named bio- 
technology as one of seven industries that will receive $1.7 trillion 
in government funding over the next five years. The competitive 
gap is getting smaller. 

The U.S. biotechnology industry is poised to be a major driver in 
an innovation-driven economy, and we offer real solutions to our 
most pressing healthcare needs: curing diseases, reducing costs, in- 
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creasing quality, and ensuring that people enjoy not only longer 
lives but better and more productive lives. In fact, today the Na- 
tion’s biotechnology industry employs 1.42 million people and sup- 
ports an additional 6.6 million jobs. 

In order to truly realize these potential benefits, we must have 
a policy environment that fosters innovation. My written testimony 
discusses five policy areas that would better enable us to do this. 
For my oral testimony today, I want to focus on two areas, tax pol- 
icy and regulatory environment. 

In the past. Congress has provided tax incentives that mitigate 
risk and enhance the returns of innovative development projects 
like those found in our companies. The growth of the industry in 
the early 1980s was due in part to the ability of growing companies 
to pass through various tax incentives, including credits and losses, 
to their investors. This sponsored and promoted a great deal of in- 
vestment in the industry. Allowing certain tax incentives stemming 
from R&D to flow through life science projects to their investors 
would result in immediate tax benefits to investors and encourage 
further investment. 

On the regulatory front, we need to have a strong successful FDA 
and a transparent FDA. It is imperative that the FDA have the re- 
sources that it needs. In 1992, Congress, industry, and the FDA 
created the PDUFA, or the Prescription Drug User Fee Act. This 
ensured that the FDA would have the wherewithal to hire the re- 
viewers it needed, to expedite the drug development process. And 
this year, the fifth reauthorization of that very successful program 
is up for renewal, PDUFA V. This PDUFA V legislation will further 
streamline the activities of the FDA, and I encourage Congress to 
pass that. 

In addition. Congressmen Stearns’ and Townes’ Faster Access to 
Specialized Therapies Act, or the FAST bill, would create a robust, 
accelerated approval pathway that would enable the safe and expe- 
ditious development of the next generations of modern medicines. 
I encourag:e passage of the FAST Act and the benefits that will ac- 
crue from it. 

Thank you very much for the opportunity to speak to you today. 

[The prepared statement of Dr. Cohen follows:] 



15 


Prepared Statement of Dr. Roy Cohen 
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Competition, Innovation, and Jok Grow th” 

March 27. 2012 

Cliairman Qiiayle and Ranking Member lidwards. Members <if tlic ComniiUec'. it is my privilege 
so provide leslimoiiy today on (he crucial issue oT ensuring we Cosier biomedical innovsition in 
Ihe Dnilcd Smlcs. My iiiimc is Ron Colicn sind I am (he PresidciH, CiiO. and fmmder ol Acorda 
Thcnipeutics, Int. Prior lo Counding Acorda, I was ii principal in Advanced Tissue Sciences. 

Inc,, a biolechnulogy company engaged in (he growth of huimm organ tissues tor Ininsplantaiion. 
1 have over 25 yearn of experience in the biotechnology induslry and currently serve as a rnember 
of the Columbia-Fresbyteriai! Healih .Sciences Advisory Ctiiincil I am a recipient of the linrsl & 
Young linlrcprcncur of the Year Award for the New York Metropolitan Region and am ;m 
inductee of the National S’piiiai Cord Injury Associaiion’s “.Spinal Cord injury Htill of fame.” I 
ttm tippearing before this Committee on bchstlfol lire Hioiechnology Indus try Organization 
(BIO), where 1 servo as ChaiiTnaii of the Bmergiiig Corapimics Section Oovcniing Board, BIO 
reprc.scnts more than i.HIOconipanics. academic institutions, stale biotechnology eenler.s, and 
rdiiled organizations in all 5i) states, 

Acorda is a, small biotechnology company located in Hawthorne, New York. 1 founded the 
company in 1 s)s)5 with one mission to develop therapies that could restore neurological 
limcEton iiiid improve Ihe lives of people wtiii inuUiple sclerosis (M.S), spinal cord injury (SCI), 
and other di.sorder.s of Ihe nervous syslcm. AVc launched our tirsi I'OA-approvcd ntedicaiion. 
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Zanallcx Capsules, in 20!)5; ZiHiaflcx is a drag that helps with ihc managemem o( spasiicily. In 
20!0 wc obtained l'i>A approval I'or Ampyra, a drug that improves walkiDg in people with M.S: 
the majority of patients afflicted with Shis disease experience impairmcnl in their ability to vviilk. 
In addition to Ampyra and '/unancx, wc arc working on four ireatracras that wc hope will protect 
nerves in the spinal con! or brain from ihcvon.setiucnues ortraiimaiic injury or.su-oke. regenerate 
neural connections in existing i»jurit‘s, and address damage lo or loss of myelin (the insulyiiiig 
layer ttf cells that suiToiincl tterve fibers). 

Our company went public in 2(506 and ttxiay wc have 330 employees who arc working t)n our 
pipeline of innovalivc medicines that could be transformative in the lives ttf patients itSTlicted 
with neurologital diseases. Alihoiigh the company has matured iiml mtiny of out: employees are 
based af our heiukjmirlers in I fawihorne, NY, we have remained true m our origins its a 
collaborative enterprise - both within ihc company and with cxiernaS ptirtners in academia and 
indtisiry. with whom we share a sense of mission. Tliis unusually high level of teamwork has 
comributcil substsmtially to our siWIily lo iimovatc successfully, from product idciilincaiion to 
liveclinical, clinical, and cmimicrcial development. 

I am here today lo talk about the .stale of the biotechnology industry in the United Suiles and to 
discus.s polices that have been enacted or arc cm-rontiy being considered by Congress that would 
en.siirc wc have a robust biotech industry in the U.S. for the foreswable liitiirc. 

'I’HK UNiTtsw States Bkjikchnoi.ocy Industry; iMPORiANcie t>F Dkvbloping Pouciks 

THAT Foster Innovation 

It is imperative that, wc hiivc policies that. encourage research and dcvciopment ot ilic next 
gcncraittm of trciUinenis and cures. America has developed nnne cures and bayikihrough 
medicines than any other country and is home lo over 2.5(50 biotech companic.s. However, ihi.s 
posilis'ft cannot he sustained without a conccned policy ftK-us on supporting ami incentivizing 
the ne.xt frontier of hiomedica! discoveries, licalmcnts, anti cures. Recently there have. Ix'tn a 
few headlines touting increased iiivcswonl in the biomcdicii! field. Unlortunately, ihc.se 
heaiilines oversimplify the actual state of affairs. The National Vcnlurc Capita! .As.sociaiion 
(KVCA) recently released their founh t)Maricr 201 1 numbers for vcniinv financing of 
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hioScchooiiigy ill ihc U.S. While the numbers showed an overall 18% increase in iiivcslmciU 
from 21HU lo 201 ! , this is misleatiina with regard to the situaiion ihal mosl small, inmtvativc 
biotechnology companies are facing.' The 201 J investment in biotechnology is acUtally 12% 
iower than the peak we saw in 2007. and the total nurober of vcnliire financing deals was down 
8% since 2010. Most jmporlantiy, espadally to small innovative companies, the number of 
vcnltire-ruixied carly^stagc companies fell by 1 9 ‘ 7 / .* Tlic numter of investinems moving awtiv 
from carly-,stage innovative projects is an alarming trend that has been growing over the past few 
years - in fact, the number of first-time financings for life .sciences companies is at its lowest 
level since 19%.'' 

Over the past year we have seen several long-time investment funds announce they will no 
longer be invcsling in the medical science sectors. An October 201 1 survey conducted by the 
NVt’A and MedIC showed that 4l)'';f of venture capitalisl.s expect lo decrease invesiniem in 
biopharma over the next three years, three limes as many as the number who expect lo increase. 
This same survey showed that 61'% cited regulatoiy challenges at (he I'DA as the main reason for 
reducing iti vestments,'' This is not entirely surprising given (hat tlie time, and cost.s to develop a 
novel drug have coiuinucd to increase over the past decade. In Itict. today, it requires an iiveruge 
of 1 0 to 1 .S years ami $800 inilHon to over $1 billion to develop a new drug, ttnd that cost is 
conlimiing lo increase at a dislurbing rate.^'’ ''* In part this increase in cost can be attributed to 
the increased complexily of regulatory requirements. 1 'or example, between 1 999 and 200.S the 
average length i>f clinical trials grew' by 70'/! ,'’ Tiie combination of these tiicrciised costs, 


' NVCA/l'Wf' MoneyTree Ri'porl: Of 2011. Uala iwiivkIciI by Thomson Reuters. 

' ■Veniurc Capilai iiifreises in' 201 1, bul..." Insitlc 1510 Imtiislry .Analysis, 24 .himiary 2012. hiii)://w\vw.bio!ceii- 

novv.t>rg/husine.ss-a!Ki'inves{inciiis/insidc-hio-ia/2012/OI/ve201 ! 

' N V< :a/PW( : Mnnoy iree Reporl: Q4 201 1 . IJaia provitica hv l immson Reulcis. 

^ NVt'A/MctllC .Survey. Vital Signs. (X-tobcr20l I, 

' ' Realms to RA.I> (in Ne'v Drug Iiilr.'Kltictions in Ihe tOSiOs." Journal of tlesilt: Ikv.noinics I it, no. 4 i t '.>',14); .5S.C 
406 

(to. ( jrnbuvvski, .1, Vernoa. niui k.A. DiMasi. ’ Kclunison Reseu:x;h ami 15cvck)pirieHUar .“Maw DQig 
kfiitftiitciuvi'S. ' Pijarnwvocconoinicj. 20, s!5p|»- 3i2t8^>2.); 

' }. i:>iMi!:}.st and IS (iridx'wski I ''TheC’asi ynO»[)hciin5accuHful R&0; is !>kMccli DilYcicn??*' Miii.tgcn.fi vnul 
Detisava Skoiioiiac,*- no 2H (20(;7): 40 sO -70 

Manos. Beniaixi. ‘M -Cssons from 60 years of )>l'ntrin?iCcU{ical iiinovamin." Nniifr/‘ Review s Drug DiMiV^erv 95‘>- 
668 t'Deccir.hcr 

" rtifis Cenicr foe iho SmJy of IHug nevelopaicni. 2fKj8. "iimwing l\o(ocv>j Desi^ii Coioi'lcxiiy Sivesst-s 
lavesEiiiiaurs, Voliaueors." Inipttcl Report Kf. L 





18 


rcgulaiory HUccrtaiiUy. and lack uf fiscal inccmives is causing investors to move thcif funds «> 
lower risk pnsposiiions aml/or overseas. 

We aic lacing unprccedenied comiteiiiion from around the globe to be the, leader in biiiraodical 
tesearefi, !n 2f)«H. Cliinti pledged to invest $12 hillum in drug devciopjneiu,"' and in 2iH 1, the 
Chinese gttvernmenl named biotechnology as one of seven industries lhal will receive $ 1 .7 
trillion in govenimem, funding over the ncxi five ycare." The liurapetm Union’s innovative 
Medicines Initiative is pumping $2.65 billion into riurofte’s biopharma industry'' and India’s 
Bioeonnect initiative h;ts limded itver 2(X> new biopharma projects.*’’ While America has 
dc-veloped more cures and breakthrough medicines than any other cotmlry. tliis is not a position 
lhal will be sustained without continued invc-slmcnt and policies focu.scd on supporting and 
incciitivj/ing the next genei'iilion of biometiictil discoveries, trcaimenls. and cures, 

The II..S. hitncchnology indu.siry is poised to he a major driver in an tniiovtiiion-driven economy 
and tve offer real solution.s to our most pressing health care needs: curing disease, reducing 
costs, increasing eiualiiy, and ensuring that people enjoy not only longer lives, but belter tintl 
more productive lives. Our biotech conipiiiiie.s provide high-wttge jobs at both piibite research 
insiitutton.s amt in the biolcch companies that typictiliy locate near centers of academic rcsctirch. 
The iiidircci clTccls of increased research funding on die regional economy are significani. Bor 
example, sponsored biomedical research directly gcneniics jobs in ilic host iiistitulions, iuitl 
indirect and induced job creation in the region umomns to addiliottii! Job growih. In fact, the 
nalioiTs 1.42 million bioscience jobs .support an addilional 6.6 million jobs in the Uniteti States, 
resulting in n total employment impact of over 8 million jobs. 

it is also critical that in tin environment of budgetary constraint we dtr not lose sight of the fact 
that inmivaiive medicines can aciually help vediice Iic-aHhcturu costs. Tor example. Mcdicsire is 
expeticti to spend over $ IfK) billion in 2012 caring for individuals suffering from A!/heimer’s 


i>;ivcfmnii j^k’baKi. "China 3 ,aulich^^s Program' le l^im' DrH^,l,)t*ve3vp!nciu.‘' ChiraiBin loUay, 9 

\‘v>vianiH f !}ii|v,Vwww.chii;rtb5<>Uktay.ctmvViiSiclcs/2f«ChSIH,*0 

^ hek-3 It V < hi'ir ‘'China fo inves? I iS'SL? trllUmi over 5 years hi 'wr^icgic socU'is': CS ofTicial.'* I hu V.hMn Fc-.s;. 

N'lvu'it'u 1 . h?^x/.hvyi-w.chniti|;n,st.t:(un.lwA''.ushicss/asia-cluiia/2()ri/t l..'2:^/32:^724/(.'hiii;Mo.lKm 
■ Uni.ifwMf h fin. ‘ €2 hhlinn !MI hiuncliea with luiropean |i»,'E-.raa.'‘ 26. 7 17'?i3 (2tK)H). 

iiintU K..H Vtk'js. ''I.mir.i } Jravts i .e.isoiTs: iiv-tn Ivt Help F-ostcr BkKCch (iKtu.siry. ‘ Ph;u*mA<v:a Nc\V'$. 7 
lohuui!\ (>32 

' ■ H rk'C’/IF ? } S'fate Fioscicacc fjntii«tvcfk 301^. iJ^aidUi lcchmiloav Partnership Frttclice. Muy 20 U). 



19 


disciise.' ■ Dujiiyiiig the tinsel of Alzheimee’s by jusl five yeai's woiiid save S50 bilJitm per ycar,*^' 
A similar calctikis applies to niiiiterous chronic, debilitating diseases, incksding heart I'ailiire. 
kidney disease, diabetes, and arlhrilis. By 2(130, almost one out o1 every five Americans - some 
72 iniilion people - will be 65 years or older. .And as almost 75 cents of every health care dollar 
spent IS for taking ciirc of individuals suffering from a chronic disease, it could not be clearer lh;i! 
we have a iiitlioiial iinpcralive to find new soliuion.s in how we treal patients and discttscs. 

In oilier to fully rcali/o these potential benefits we must have a policy environment that fosters 
innovation. There are five |.iolicy area.s necessary to enable its to deliver the next fronlier of 
medical bixuikthroughs: 1) protection of intellectual properly - to protect the main driver in 
securing private sector invcslmenl; 2) funding for basic research and an clTectivc icchmilogy 
iransier system - to ensure that the liitcsl scieuliftc discoveries are able to be developed by 
indii.stry and made iivaikthle to patients; 3) funding opportunities for early-suigc clinictii icseateh 
and developmenl -■ to ensure that carly-stage discoveries are fostered in order to cneouiage 
private sector investment; 4) tax and finaneial .servicc,s policies that eneourage investment and 
support biotechnology companies; and ,5) a well-funded FIXA with frans[iitreiil and consisienl 
regulatory proecs.sc.s that enttble the timely, otTicicni, and predictable review of innovative 
medicines and allow for the use of modern sciomific tools and methodologies that make the drug 
development processes more efficient. My lesiimony today will focus mainly on economic and 
leguliitory proposals thnt would .serve to preserve our position a.s global leaders in biomedical 
innovation. 

iN I'lCl.l.liCl UAI. PUOPIiRTV, I KCHNOLOCY TRAN.SK1;R. AND FUNDlNc: t'OR REISKARCH: 

EN.SUItiNC A Roitu.s r PlPEl.tNl': OP BREAKlHROtlQH TRl';,A'rMEN'l'.S AND THERAPIES 

Before I discu.s.s new ctipilai formation tind reguialory proposals being considered by Congre.ss. 1 
want to highlight lour law's currently in place that foster hiontctlical innoviUion. 


'' Aivhfimer's Associauen, Marcii 2012 t-’acl Sheet. 
iU!{>://'vww.ala,cr^./d,}Ciimeiits_cusu>m-r2itr2_l'hcrs_t‘teuivs_i'‘m:t_Sbt'Ci.|iiJt 

■' .fotiOfal ■•h !tic .Anicvican t rcnarric.s Society. 2iH)2. .SO; !-7. via R&scarcth.Amertca. "t-'acts aticti! Af'hciinia' s 
tHwasc,'' hn[i://\vww,ieseaE'vhamenc:i.ur!'AipkvttK/utcisheci'taIz!icimers.mlt 
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hifeUecttmi Property/Bayh-Dok 

[•irsl. Congress should be applaiickel for the 201 1 passage and ciuietincnt of Ibe I.eahy-Smith 
Arncrica Invenls Act. or ihe “palcm relbnTi bill.” Small biotechnology companies rely heavily 
on Iheir palents lo atiiacl inveslmcnl to fund the lengthy and expensive resetirch and 
dcvelopmcnS process necessary to bring brcakihrough medical therapies and other piSKlucIs lo 
paliems and consomers. Strong inicilccUml properly protection is critical for these companies, 
and they will bcncl'il from the improveinenls lo our nation’s piilenl system made by this law. 
However, even a.s we speak there continue to he attacks on intellectual property in Congress and 
in the Courts that ctutld be devastating to the biotechnology indtislry, where iniellectual property 
is often the only tissct a company lias while they spend many years researching and developing 
hreakthrotigh ttiedicincs. 

In addition K) protecting iniellectual property, it is imperative that we protect Bayh-Doic, ihc law 
that has for past three decades enabled (ho crfcclivc iran-sfcr of technology from basic resciirch 
institutions to industry so that scientific discoveries can he dcvcloixtd into produels thtil will 
bencl'ii Ihc public. Prior lo enacimeni, the vtisl maj(,»'iiy of universily carly-stagc rcscai'ch 
languished because there was no proieclion against compciiiion anil thus little incentive for the 
private .sector lo invest the siibstamitil sums of money rctiuirctl lo develop ihcse I'indings into 
products. The 2010 As.soeiution of Universily Technology Managers .survey clearly shows ihc 
po.sitive impact of the Buyh-Dolc Act with 4,284 licenses executed, (>^1 new commercial 
products introduced, and 6.8 1 starl-up companies fornied in 2010.'’ .Additiianilly. it 2f.)(.)d 
oconoirttc impitei study showed that from 1996 lo 2007 university-licensed piwliicts contributed 
more than $82 billion to the tiDP.’** This law- is working well. 

Therapeutic Discomy Project (TDP) 

In March of 20!(.>, Congre.ss enacted the Therapeutic Ibiscovery Project (TDP), ;t critical fax 
credit program dcvigncd lo sumirtaic itivesiment in hioiechnology research and development. 


” ,'\l,ri'M I.iccnsiag Aeii'.'ity Siirvev: l-Y2i!tO. Associiniun of Itniversily ■fcdiiMlogy Miimigers. 
tW|':/,'v¥sw.auliii.iie!,'t-Y_2li!t)_t,ieeiisini'_SutvcynO()k.him 

‘ I bc JiciK'tniUie Unpaei e.f t.iccnseii t 'canmefciali'.'ixi Inventions ttfiginatinu in tlaivcrocy Rcsx’arcti. iVVri.2(i07,’' 
Diiviil Rtjcssncr. .lennifci' Bornl, .Suoriye Okahn, & Mark Phiiiiiiis, 3 ScpicmOcr lOlf-). 
hap://wwtv osi'poubn,>,orph\>rtalsA).ntoe'vf ;ti«c.atH>iyBK>_l:!>ILnatUiciv,hip,.,rmat„i‘C[X)i‘S-psti 
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Under ihis pirrgram, small biotech eompruties received a much-iK:cded iiifusioi! iil'capilal to 
advance iheir tsmiivafivc ilierapciitic projcels while crealing and sustaining hiL'h-paying, high- 
quality American jobs. 

In iot;i!, llic 'rherapciilic i riscovery Project awarded $! billion in grams jind tiis credits io nearly 
3.000 companies wish fewer than 250 employees each. These small eompanie.s were eligible lo 
be reitnbiir.sed for up lobO'if' olThcir qualified investment in activities like hiring researchers and 
conducting clinical trials. The impact of ihb funding was fell across the American biolech 
industry, us companies in 47 slates received awards. Thu average company received jiisl over 
$200,000, an imporltmt .shot in Ihc arm during economically consiraiiicd times. 


'I’lte Thertipeiitic Discovery lAoject was a significant step in the right direction by Clongrcss lo 
invc.si in growing the U.,S. biotech industry and keep pace with «iir global competitors. Given 
the imbalance bctw'cen the c.slraordiiiarily high demand by small biotech companies and the 
limited poo! of funds. ! hope lhal Gongress will extend and expand (his oversubscribed program 
itnd assist more American companies in pursuing liie-saving scicmific breakiliroiighs iind 
supporting .American jobs. 

fiBIK Reimthormtion 

l.asiiy. I would iiku to the (bank this Committee for its commendable work over the years and 
applaud il.s success in helping rcaulhori/o the .SmtiU itiisincss Innovation Research (SBIR) 
program last year. This reutithorizalion reinsiaied eiigibiliiy lor a vast majority of comptintes 
lhal hiid been shin out of the program for the ptisi tiecadc, due lu a regulatory ruling that made 
stiiitll companies who have multiple venture, eitphtil investors ineligible. SiilR provides a erilica! 
source ('f funding for emerging biotechnology companies in llie early dcvclopmeiH slitges of 
medical research; the changes ineiuded in the rcaulhorization will enable a larger slumber of 
.smali companies to compete for funding, (tnis ensuriofi that the program will able lo fund 
smtill biotech companies’ projects that have- the- grealtst potential to bring innovative meaical 
[rcalmenis lo the patients who need ihem. BIO Hwks forward to working with Congress as these 
I'cfwms arc impScmcnied by ihc , Small Business Admitiisiralion and in Ihe parliciptumg agencies 
and insliiiiies. 
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Ri;.EN<;iNKKRiNf;THK Economic Molwt.Ttt Inckni-ivizk Biomicoicai. Innovation 

As 1 prcvnmsly nt>Sed, IIS. biolech companies arc facing financial imcerlatnly in adimalc where 
olher ciHimrics arc iiici'easing their invesiments and cnaclinu iiKclk'ctual properly prolcdioiis to 
cnctnirage domestic biotech growth. While wc still hold our place as the global leatier. the 
compelilivc gap i.s getting smaller, f or example, the U.S. ctirrcnily holds the largest number of 
bioleclinology patents overall, but we lue 20"’ oul of 2.1 counlrie.s in new biotech patents, with 
China and India ranking first and second,"’ These emerging powers arc heavily investing in 
science, and particularly in biotechnology. Additionally, many coiinlries in Western t-iiiope <ire 
implemeiiling biotech-friefidly lax incentives, including lower eorporate lax rates for innovative 
indu-slfies, as it Jtiearis to grow their 21“' ceiUiiry economics. This lag has put us at risk of losing 
our pliicc at the lorcironl of this tritictiliy important and iiinovaiive economic driver. 

Below 1 will brieny highlight some tux and capital formation proposals citrrcnily being discu.s.scd 
that would ineentivi/.c iiivcstrncnl in small, emerging biotechnology companies and inspire 
furllicr development on groundbrcaking cures ;md ivcamients. 

R&D Pminership Structures 

(.longrcss has historically prttvided lax incentives to high-iisk indiisirics its a mctins (or 
encouraging investment in new cndciivors. Biotechnology companies htivc among the iiU'gc.sl 
capital burdens and longest devclopmem ptilhwtiys of any industry, to determine whether tlicir 
technologies will succeed. These high costs and long limelincx can scare off investors who may 
be looking for invesimciu siralegics with ciirlier prospects lor success. In the past, (..tnlgitss has 
provided tax incentives that miligtilc risk and enhance the returns of imiovativc development 
projects tike those found in biotechnology companies. In particular, the growth of the biotech 
iiidii.stry in the early IdHOs was due in part to the ability ol'growing componies to pass through 
various tax incentives, including credils and kvsses, ki (hetr investors. These passive: activity 
provisions tillowcd invc.stors to realize an earlier rcUirn on their investment, thus inceniiviziilg 
them to invest at an early stage. Amending the Internal Revenue Code of 1 9H6 to allow certain 
la.’; iiiceniives .stemming from, R&I) to How through Irom life .science projects ttt ibcir investors 


'■( i'.’Hi: 'I'ntaviTr.v/.' A ('.all I n Promise Meiliail tniK<y;Hioi), S Vcaic jobs ,riKl i'irul Cures in Aiiierieii.'' 'flic 
Btiiiclle rfcl)iK)to.i.iy Pimitersliiii Prac-tic-e, iOlU. Prepared tor rheCmmeil Ibr American Mcilical Iiuutvalicii, 
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woitltl wsult ill imuK'diate lax benefits to investors and thus altracl more iiivestroem in small 
biotechnology companies. 

Sectim M2 Net Operating l,im- (NOL) Refarm 

The long, capilal-imensivc development perwd intrinsic to biotechnrilogy means that companies 
often undergo a decade or more oC research and development without any prodiici revenue prior 
to comracrciaii/ation. I.iuring this time pcrkxl, companies generate sigiiificani ksscs. which ctm 
be used to offset future gains if the company becomes profitable. However. .Section .182 of the 
Internal Revenue Code restricts the usage of net operating losses fN(.)i.s) by companie.s that iwve 
undergone an '“ownership cliatige." This .section wa,s enacted to prevent NOL trafficking, but 
small biottxJi companies are caught in its scope, as their relitmec on outside financiiu; and deals 
frccjuenily trigger the ownership change restrictions. There arc two rcliorms to .Section .182 that 
would be. beneficial to small biotechnology compauic-S. L’irsl, exempt Nt.)L.s generated by 
qualifying research and development by a .small bii.sine.ss from .Section 382 and second, redefine 
“ownership change” to exclude certain t|uatificd invcsimcnis, like (hose in rounds of venture 
financing. The.sc rei'orms would allow smtill liioicch companie.s to retain their Nt)Ls and allow 
them 10 include them as tax allribuics on the balance sheet, thus increasing ihcir value when 
preparing for additional rounds of Financing like mergers or initial public offerings. 

Seclimi 1202 Capital Gains Reform 

.Section 1202 provides a .smttll business investment (ax incentive wlierein ia.xpayer.s may exclude 
.lO'/c of (heir gain from (he stile of a qualified smtill businc.ss slock tliat has been tield for more 
iliati five yciirs. Tliis tax exclusion could be useful (o small bioiccli companies by ineentivizing 
investors to invest early and hold (heir invesiinenis longer. However, due to the valuable 
imcilccuial properly anti successive rounds of financing inhcrenl in capital- inicnsive, innovative 
indiisiric.s, small biotech companies do not meet the definition of quiilifieti .small busincs.sc.s. 
Thus. .Section 1202 doc.s iiid provide investors an incentive to invest in smtiH biotech compames. 
Changing the definilion of ■‘quaiil’iod smtill busine,ss’' to include companie.s with gross assets up 
10 II.Ki million, indexing the cap to inflation, and e.xckKling inteilccloal property and follow-on 
fCHuuis of fiotmeing frwn the gro.ss assets lest would more accitrascly represent ihc capital- 
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imcnsive miturc of iniiovalive indiissries like biotechnology. Additionally, a gradimled increase 
in the exdu.sion for qualified small business slock, rewarding investors who hold slock Ibr longer 
and tneentivi/.ing them to continue to do so, would be extremely beneficial. 

Section 197 Amortization Reform 

liarly-slage biotech companies often receive investments from strategic acquirers thtit are 
interested in an ongoing commercial relationship with the company. In such an acquisition, 
business acquirers often prefer to purchase the assets of a company. During an asset purchase, 
the tiequirer may iimorti/e certain intangibles under .Section 197 provided that it conlimies using 
the intangibles in connection with the conduct of a trade or business, t'or intangibles that arc 
subject to Section 197, the amorlization of the lax basis is taken over a l.s-ycm- period. 
Accelerating this amorlization period to a five-year period could encourage large company 
investors contemplating acquisitions of specific intangible assets of small biotech companies to 
invest at an earlier stage in the companies’ rc.search. 

Enaiii.inc Moukrn FDA Rk<:ui„at<)ry Procics.shs 
PDVFA V and Modernizing FDA Legislative Proposals 

As CliO of a smtill biotechnology company, I would like to lake a moment to discuss how 
important timely reauthoriz.ation of I’DUfA V is to the United States’ biotechnology industry. 

To truly succeed, wc need to have a strong, suecessful f'DA. In 1992, Congress, industry, and 
Ihe FDA worked together to create the Prescription Drug User Fee Act (I'DUl'A). This program 
ensures that FDA has the ability to hire reviewers to expedite the drug approval process by 
having industry pay “user fees.’’ I'DUf’A has been a Iremeiidous success. This year, llic 
program i.s set for its fifth reaulliori/.ation, “PDUl-'A V,” which will work to get the FDA back to 
the basics of approving lifesaving therapies and cures. PDUl'A V will enhance the drug 
development and review process by increasing traasparency and sciemifie dialogue, tidvtmcing 
regulatory science, and strengthening post-market surveillance. Most importantly, from the 
slantlpoim of innovative companies, our hope is thal PDUF'A V will provide patients and doctors 
with earlier access to breakthrough therapies. The l-'DA’s eommilmeni in Ihe PDUFA V 
technical .igreemenl to the principle lhai timely, interactive communication with biolechnology 
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and lilc science companies during drug development is a core Agency activity will be of great 
value, especially to small biotechnology companies such as mine. 

While my testimony today will focus on Congrcs.smcn Stearns’ and Towns’ f aster Access to 
Specialized Therapies (TAST) Act, there are several proposals being considered by Congress 
that I also believe would serve to improve our ability to develop and deliver inmtvalivc 
medieines, 

Tirst. we need to have a well-funded TDA. While indu.siry user fees play tin impoiltmt role in 
suppttrling TDA’s medical prodticl review program, user fees should be complementary and 
additive to a sound base of appropriated resources for the Agency, and I encourage ongoing 
Congressional sopporl for the Agency. 

Second, TDA’s mission stalenient should be updaled to rcllecl the Agency’s critical role in 
advancing innovation. This would encourage FDA to tipply its rigorous standards in the most 
innovation-friendly manner, striving to reduce the lime of drug development, so that innovative 
treatments are made available to the patients who need them as expeditiously as possible. 
Additionally, we need to provide T'DA with the authorities and sirucliirc that will better enable 
them to keep pace with the latest seienlil'ic advances and ensure innovative tools and approaches 
are integrated in the I'DA review processes to ensure the timely and effieienl review of 
innovative products, and to incentivize the development and utilization of modern scientific 
approaches to research and development. 

Third, wc need to encourage FDA to be more clear and consistent in its application of standards 
and its communications with drug developers. Cun-enlly. standards often appear to be 
inconsistently applied across different divisions of the Agency. In addition, clem' reasons are not 
given when drugs are not approved, and what should be simple, rapid communications belween 
the FDA and developers often become bogged down in proccs.scs that take months. Finally, and 
not least, critical written guidances for indu.siry often take years to be published, if at all. 

When application of drug approval standards and Agency decision-making tire hard to predict, 
the burden on innovation increases. This is particularly problematic for smaller companies that 
have very limited resources and arc dependent on only one or two programs. All of these issues 
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serve to prolong the drug development process and/or to inject so much uncertainty that investors 
are discouraged from investing in medical innovation. 

I'ourth, Advisory Committee and external expert conflict of interest rules should be reformed to 
provide i'DA with greater flexibility and di.screlion to select the most appropriate advisors, 
eonsislcnt with the rules that apply to other federal agencies. As it sttinds, the lack ol' access to 
the best avtiilablc sciemific experts often deprives the Agency of the first-rate information it 
needs to make the best decisions on behalf of patients. 

I'illh, processes should be implemented to ensure that the views of patient groups are solicited 
and heard within the drug approval process. The b'DA is routinely called upon to make fine 
judgments regarding the balance between risk and benefit. This cannot be fully accomplished 
without consideration of how the patients themselves view ;i given circumsiance that affects their 
health and lives. While the Agency properly is concerned about the risks of introducing unsafe 
drugs to the marketplace, tinothcr key risk in the risk-benefit equation is rarely considered: that 
t)f not making an effective therapy available lo patienls in it timely manner. Ciirrcnlly. patients 
may speak at public Advisory Commitlec hctirings. but there is no retiuiicment that their input be 
obtained for all drug reviews. 


^'inaMy, and not least, formal processes should be implemented to encourage the b'DA to apply 
the Accelerated Approval pathway more widely. The Acecicralcd Approval pathway was 
implemented by I'DA in 1992 in response to patient groups who. after engaging the public in ti 
dialogue abttiit benefits of new HIV/AIIXS trctitments. were successful in advocating for earlier 
access to these life-saving meilicincs. Accelerated Approval allows for earlier approval of new 
drugs that provide a benefit I'or patients with .serious tind Ufe-threatening diseases based on a new 
product’s effeel on surrogate or clinical endpoints that arc deemed ‘’reasonably likely to predict 
cliniciil henerit."'” Under Accelerated Approval. FDA can approve the marketing of a drug lo 
seriously ill patients based on earlier evidence of effect with a commitment from the sponsor to 
contluel further post-market studies lo confirm and define the degree of elinicitl benefits to 
paiieiils. 


'’“21 (M-'.R, § 21 C.l'R, § Mil. 40 
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The Acccicraictl Approval paliiway has been a great success story, in ptirl. While its use has 
been kii'gcly limileef to ceiltiin disease areas (mainly cancer and HIV/MDS), the pathway has 
beiielited pttlicnts in those disease areas tremendously because it stimulated an c.splosion of 
investment in innovation, I'or example, there arc now over 20 medicines for HIV/AIDS on the 
market, !ii oncology, b'DA has granted Accelerated Approval to 49 new indications for .17 novel 
oncoittgy drug products since 199,7.-' 

There arc many other serious and/or rare conditions that have been effectively excluded from the 
Aecelenilcd Approval ptilhwtiy. Accclcnilcd Approval pathway needs to be moderni/ed to 
incorporate the remarkable advances in life sciences that have been and will eontimie to be mtidc, 
in such areas as genomics, molecular biology, and bioinformatics. These and other advtmces can 
cntible novel drug development siralegics, employing tools such as biomarkers, 
pharmticogenomics, predictive toxicology, clinical trial enrichment tcchnitiues, and novel clinical 
trial designs ~ for example, adaptive clinical trials. Clarification of when and how these tools 
can be utili/cd in tin Accelerated Approval pathway will not only ineentivi/.e drug development 
for serious and lil'e-thrcatening diseases, but will encourage the dcvclopmenl and uiili/.iition of 
still more tools and methodologies. 

linactmcnl of H.R. 41,22. the Taster Access to .Specitili/.cd Treatments (I'AST) Act would achieve 
these objectives. 

Conclusion 

Today i have discussed laws and proposals that would go a long way in fostering biomedical 
innovation in the United Stales. The decisions that Congress makes now will play ti key role in 
whether or not we hold on to our global leadership in this area and maximi/,e the economic and 
public health solutions th.il the biopbarntaceulical induslry has to offer. Thank you for the 
opporuinity to shttre my thoughts with you unJay. 


“ l>r. Paul Kiueiz, OiaAC. Irbruary H, 201 1, Ihe IPS. RhhI amt Drug Aiimiiiistralion il'D.A) Oiicelogic Drags 
Ativisory C'iHiimiSk’C i(.)l>A(') 
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Mrs. Biggert [presiding]. Thank you, Dr. Cohen. Mr. Truitt, you 
are recognized for five minutes. 

STATEMENT OF MR. MICK TRUITT, 

VICE PRESIDENT, LUDLUM MEASUREMENTS, INC. 

Mr. Truitt. Chairman, Ranking Member Edwards and distin- 
guished Members of the House Subcommittee on Technology, thank 
you for the opportunity to testify today. 

My name is Mick Truitt, and I’m the Vice President of Sales, 
Marketing, and Business Development for Ludlum Measurements, 
Inc., a mid-sized company located in Sweetwater, Texas, a town of 
11,000 people. I am here today to testify on behalf of the U.S. 
Chamber of Commerce, where I serve on the Corporate Leadership 
Advisory Council. 

For over 50 years now, Ludlum has manufactured radiation de- 
tection equipment. We are recognized internationally for our reli- 
able equipment, excellent customer service, and fair pricing. When 
disaster struck last year in Japan, Ludlum was one of the first in 
line to work hand in hand with the companies and people to help 
meet their needs. We continue to support the efforts being taken 
for cleanup and to ensure people’s safety. 

Mr. Don Ludlum, the Founder and the President, was 29 years 
old when he started the company and today is still a very active 
participant in the business as the Company President. But most 
days, you won’t find him in his business office. You will find him 
in Engineering, working on the next new design that Ludlum will 
present to the world. He told me not long after I started there that 
a company is either growing or dying. You can never just be stand- 
ing still. That is even truer today in this global economy than it 
was on Valentine’s Day in 1962 when Ludlum first incorporated. 

Why Sweetwater? Simple economics. The people were friendly, 
and the bank was willing to take a chance on this 29-year-old and 
his idea of building a company. Now Ludlum employs 450 people 
in Nolan County and is the area’s largest employer. Mr. Ludlum 
always liked the idea of keeping work in house, so when he needed 
more capacity, he built it internally, from making our own printed 
circuit boards to a full machine shop and plastic injection molding 
facility to specialized divisions that develop and manufacture both 
photomultiplier tubes and organic scintillator material that collects 
the radiation energy and turns it into an electronic signal that can 
be measured. 

Ludlum has a staff of over 30 highly qualified engineers to make 
sure we stay up to date with our products. It is never an easy task 
to convince a young engineer that they should move to a small 
town in West Texas, and sometimes the best-qualified engineers 
are from outside of the United States. This is where the complica- 
tions really begin. 

Yes, our Nation’s immigration laws impact the business commu- 
nity everywhere in this country and not just the major household 
name companies and the titans of American industry. 

Four years ago, when we were interviewing for an engineering 
position, we had a very bright young electrical engineer who had 
graduated with honors and had then gone on to get his Masters of 
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Business Administration from the University of Texas. At that 
time, there were only three manufacturers of photomultiplier tubes 
in the world. He had worked for four years with one of them. This 
was almost too good to be true, but there was a snag. He was a 
Mexican citizen. It seemed that since his professional skill set was 
a perfect match for our needs, that the immigration process would 
be straightforward. However, to date, it has cost our West Texas 
company over $17,000 in government fees and legal services to ob- 
tain and maintain lawful status for him. We are sponsoring this 
key employee for permanent resident status, but the green card 
process will take many more years to complete. 

Meanwhile, as a direct result of this hire, we have expanded our 
sales and distribution in Central and South America from a little 
over $200,000 to over $1 million annually. 

In 2007, Ludlum acquired a company in the United Kingdom just 
outside of London. As this group grew, it became apparent we 
would need to expand our operation, but we wanted to expand here 
in the United States and not in the U.K. To do this, specialized 
equipment had to be purchased or manufactured. Once this manu- 
facturing equipment was in place, Ludlum would need a highly 
skilled, qualified production engineer familiar with photomultiplier 
tube production to get the equipment up and operating and to train 
people to operate the equipment and test the end product. As this 
is a highly specialized market, there are few people in the world 
that could do this. Unable to find anyone locally, we depended upon 
our past experience of the people in the U.K. Instead of focusing 
on the fact that we had just completed a corporate acquisition, 
where it should be expected or at least acceptable for us to access 
our newly acquired staff and technology, we were faced with immi- 
gration delays. Three months and $7,000 later, we finally were able 
to bring an appropriate engineer over on a regular basis to manage 
all the production line at our Sweetwater facility. This operation 
now employs another 20 Americans. 

Ludlum Measurements now has only one competitor in the 
photomultiplier tube business, and you may have heard of this 
company. It is Hamamatsu. It would be impossible to compete in 
these global markets without engineers like these two, no matter 
where they come from. 

I am running behind. Another barrier to innovation and invest- 
ment for our company is the uncertainty and potential increases of 
the individual marginal income tax rates. Ludlum is structured as 
a subchapter S corporation, which means that profits are passed 
through to the shareholders in the form of distributions and taxed 
at the individual’s rate of income. It also means the rate of return 
on any reinvestment on those profits retained by the company will 
be impacted by the individual rate. As we attempt to plan for fu- 
ture long-term growth and expansion or paying off the principal on 
existing debt, individual marginal income tax rates do matter. 
Moreover, the uncertainty of whether those rates are dramatically 
increased at the end of this year or will be extended instills yet an- 
other layer of risk in the growth and investment decision-making 
process. 

In conclusion, the decisions you make can help or hinder us. By 
that, I mean the laws you create will either cultivate a climate that 
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provides small- and mid-sized business owners greater confidence 
and certainty to invest, innovate, grow, and generate new jobs or 
one that does just the opposite. We desperately need elected office- 
holders who are on the right side of the debate and are willing to 
lead. I served in the United States Navy for 20 years and traveled 
the world aboard nuclear submarines. Between my military and 
business experience, I have been exposed to numerous countries 
and cultures around the globe. I am incredibly proud to be an 
American and strongly believe this Nation is still the greatest place 
to live and do business. 

Thank you for the opportunity to testify, and I look forward to 
your questions. 

[The prepared statement of Mr. Truitt follows:] 
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The U.S. Chamber of Commerce is the world’s largest business federation, representing the 
interests of more than three million businesses and organizations of every size, sector, and region. 

More than 96 percent of the Chamber's members are small businesses with 100 or fewer 
employees, 70 percent of which have 1 0 or fewer employees. Y et, virtually all of the nation's 
largest companies are also active members. As a result, we are particularly cognizant of both the 
problems with which smaller businesses grapple, as well as those issues facing the business 
community at large. 

Besides representing a cross-section of the American business community in ternis of 
number of employees, the Chamber represents a wide management spectrum across many varied 
types of business and location. Each major classification of American business — manufacturing, 
retailing, services, construction, wholesaling, and finance — is represented. Also, the Chamber has 
substantial membership in all 50 states. 

The Chamber's international reach is substantial as well. In addition to the U.S, Chamber of 
Commerce's 1 1 5 American Chambers of Commerce abroad, an increasing number of our member 
companies engage in the export and import of both goods and services and have ongoing investment 
activities. The Chamber favors greater international competitiveness and opposes artificial U.S, and 
foreign barriers to international business. 

Positions on national issues are developed by a cross-section of Chamber members serving 
on committees, subcommittees, and task forces. More than 1 ,000 business people participate in this 
process. 
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Statement on 

“Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies 
on Competition, Innovation, and Job Growth” 

Submitted to 

THE HOUSE COMMITTEE ON SCIENCE, SPACE, AND TECHNOLOGY 
SUBCOMMITTEE ON TECHNOLOGY AND INNOVATION 
on behalf of the 

U.S. CHAMBER OF COMMERCE 
By 

Mick Truitt 
Vice President 
Ludlum Measurements, Inc. 

Sweetwater, Texas 
March 27, 2012 

Chairman Quayle, Ranking Member Edwards and distinguished members of the 
Subcommittee, thank you for inviting me to testify before you today on the impact Federal policies 
have on the ability of U.S. businesses and entrepreneurs to compete, innovate and create jobs. I 
commend your efforts in holding this important hearing to better understand the effects this critical 
relationship between the decisions made, or not made, in Washington, DC and decisions made, or 
not made, in America’s private sector. 

I am Mick Truitt, Vice President of Ludlum Measurements, Inc. (LMI or Ludlum), a family- 
owned business headquartered in the West Texas town of Sweetwater which has a population of 
roughly 1 1,000. At LMI, I am responsible for global sales, marketing and business development. I 
am here to speak with you today on behalf of the U.S. Chamber of Commerce. I have the honor of 
serving on the U.S. Chamber of Commerce’s Corporate Leadership Advisory Council. I am also 
active in the Sweetwater Chamber of Commerce where 1 just rolled off of their Board of Directors. 

The U.S. Chamber of Commerce is the world's largest business federation, representing the 
interests of more than three million businesses and organizations of every size, sector, and region. 
More than 96 percent of the Chamber's members are small businesses with 100 or fewer employees, 
70 percent of which have 10 or fewer employees. Yet, virtually all of the nation's largest companies 
are also active members. Therefore, the Chamber is particularly cognizant of the problems of 
smaller businesses, as well as the issues facing the business community at large. 

Company Background 

Ludlum Measurements, Inc. has been designing, manufacturing and supplying radiation 
detection and measurement equipment in response to the world’s need for greater safety since 1962. 
In fact, we celebrated 50 years in business earlier this year on February 14. LMI is a family 
business. Don Ludlum, the company’s founder, remains at the helm as President and all of his 
children are now part owners. 1 joined the LMI family in 2007. Throughout its five decade history. 
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LMI has developed radiation detection technologies and instruments to enhance the safety of 
personnel, secure borders, and protect the environment. 

LMI services the nuclear power, energy research, medical, metals, emergency response and 
homeland security/defense markets. We are proud to offer one of the largest lines of radiation 
detection instrumentation available from any one company. After September 11, LMI was selected 
to provide approximately 300 vehicle radiation monitoring systems that are deployed along the 
entire northern U.S. border with Canada. LMI also supplies component parts for use in some of the 
current equipment utilized as part of the security systems in airports and borders around the world. 
In response to the crisis at the Fukushima Daiichi nuclear plant in Japan, our team at LMI was 
working seven days a week to prepare and ship thousands of our instruments to Japan to ensure the 
safety of the people and provide them with a sense of security. We did all we could to support the 
initial containment and will continue to support the Japanese people throughout the eventual 
cleanup efforts, and remain committed to helping make the world safer. 

Ludlum has invested heavily into becoming a vertically integrated radiation detection 
company in order to better control costs, quality, and delivery times. Recent additions of in-house 
automated PC board assembly and plastic injection molding capability, plus photomultipier tube 
and plastic scintillation detector design and manufacturing, all contribute to this succeeding 
philosophy. Ludlum is the parent company and its divisions include: Eljen Technology, which 
manufactures a wide range of scintillator products such as plastic and liquid scintillators, wave 
length shifting plastics and acrylic light guides; ADIT, which designs and manufactures 
photomultiplier tubes for industry and the scientific community; ET Enterprises, which offers a 
wide range of photomultiplier housings, modular signal processing electronics and complete photon 
counting systems; Ludlum Medical Physics, which offers a unique product line created to more 
fully serve the medical physics community; Protean Instrument Corporation, which is a leading 
manufacturer of ultra-high performance sample counting systems for measuring alpha and beta 
activity at very low environmental levels; and West Texas Molding, which offers plastic injection 
molding services with an emphasis on short runs, quick turn-around deliveries and affordable 
pricing. 


At our corporate headquarters in Sweetwater, Texas, Ludlum employs 450 people, making 
us the community’s largest employer. We also have 100 employees at a facility in the United 
Kingdom and 10 in Knoxville, Tennessee. Typically, our annual revenues are $65 million. 
Approximately 20% of our sales are international. We use distributor organizations located in 
country and currently are in over 80 countries worldwide. These numbers squarely put Ludlum in 
the range of companies known as mid-sized or middle market businesses. We are not a small 
business; nor are we a big business. 

This is important to note because I believe many in Washington, DC do not understand the 
complex nature of the U.S. economy and business community. More often than not, those who pass 
the laws and write the regulations hold a simple, binary view of the U.S. business community: you 
are either small or other than small. Such a perspective fails to take into account the dynamic mid- 
tier section of American businesses. This is a critical shortfall in understanding when you recognize 
how important mid-tier companies are to the U.S. economy. Consider the following findings of a 
research initiative on the U.S. middle market (defined as companies with annual revenues ranging 
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between $10 million and $1 billion) completed by The Fisher College of Business at The Ohio State 
University and GE Capital: 

• Middle market businesses contribute $3.84 trillion annually to the U.S. private sector 
GDP — the equivalent of the world’s fourth largest economy, just behind Japan but 
ahead of Germany. 

• 80% of middle market businesses expect to grow over the next 1 2 months. 

• More than one-third of U.S. workers are employed by middle market businesses, 

• 82% of middle market businesses survived the recession. 

• One in four big businesses were middle market companies just five years ago. 

With such a sizeable contribution to U.S. employment and GDP, this dynamic middle 
market is clearly a vital segment of our private sector. Yet this is seemingly underappreciated and/or 
not understood by the decision-makers in Washington, DC. As I turn to focus on actual policy 
matters, I would ask that today and going forward you would be mindful of the impacts your 
decisions have, not only on small and big businesses, but on those in the middle as well. It is here 
that a great deal of innovation, sustained growth, and job creation is occurring. 

There are numerous Federal issues that impact LMFs competitiveness both domestically and 
internationally. Today, I would like to focus on three of the most important: high-skilled 
immigration, taxes and trade. It is important to be mindful of the fact that my story, if you will, is 
similar to the stories of millions of small and mid-sized businesses across our nation. 

High-Skilled Immigration 

It may seem surprising, but, yes, a company with 450 employees in Sweetwater, Texas is 
directly impacted by the dysfunction of our nation’s high-skilled immigration system. 

Access to Human Capital. Regardless of Nationality 

Perhaps most fundamentally, our high-skilled immigration system doesn’t take into account 
the extent to which global collaboration is a premise in the 2 1 “ century for businesses of all sizes 
and stripes. In today’s world, it doesn’t take much to become a multinational company and develop 
a need for global collaboration among our own staff and between our staff and our customers. Not 
only do we sell our products in 80 countries, we have staff in two countries and, on occasion, we 
find the best qualified candidate for a job here in the U.S. doesn’t happen to be an American citizen. 
At LMl, we have accepted the reality that the intellectual capital we need to do business does not 
reside solely in the United States with U.S.-born staff A federal immigration policy which fails to 
recognize this simple fact does a disservice to America’s business community. 

The Chamber recommends an increased recognition of the importance of “human capital” in 
our high-skilled immigration policies. We see that human capital, which any business owner can 
tell you is vital to economic success, is not evenly distributed around the world. While there is 
ample human capital already in the United States, there are also enonnous stocks of human capital - 
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and potential capital - found overseas in a variety of specialized fields that will greatly contribute to 
productivity growth in America,' 

At LMI, if it relates to radiation detection instrumentation, we do it and we do it in-house, in 
Sweetwater. When we determined that we needed to have plastic injection molding capability we 
purchased a company that did that and brought the capability in-house. When we established that 
new types of plastic and liquid scintillators needed to be added to our production process, we 
established a new division that did that and brought the capability in-house. Sometimes, when we 
expand our Sweetwater operations and hire more Americans we also need a special, sophisticated 
skill set that we aren’t able to find in the U.S. labor market. Hiring a foreign national to fill this 
need shouldn’t be the confusing, difficult and sometimes impossible hurdle it is under current law. 
Instead, there should be a means to facilitate our ability to hire the best qualified high skilled 
professional we can get to come to Sweetwater, regardless of nationality. 

In 2007, Ludlum was given an opportunity to purchase a UK competitor in the 
photomuliplier industry. Purchasing the competitor gave LMI an expanded product line while also 
limiting the number of photomulitiplier suppliers to 3 in the world. The purchase of the UK 
company also gave Ludlum a research and development group that is not available in the United 
States. As this was a growing market with fewer and fewer suppliers, down to 2 suppliers by 2008, 
we needed to expand the capacity of our UK product line because there was the opportunity for 
market share expansion for Ludlum. 

While LMI could have expanded in the UK, instead we decided to bring that expansion to 
West Texas. To do this, specialized equipment had to be purchased or manufactured. Once this 
production equipment was in place Ludlum would need a highly skilled, qualified production 
engineer familiar with photomultiplier tube production to get the equipment up and operating and to 
train people to operate the equipment and test the end product. As this is a highly specialized market 
there are few people in the world that could do this. Unable to find anyone locally we sought out the 
past experience of our people at the UK facility. Initially, we thought it would be sufficient for one 
of our British engineers to simply attend a few meetings here as a B-1 business visitor, but it 
became evident that we required a production engineer to provide services on behalf of Ludlum in 
Sweetwater in order to establish the new production division. In fall 2009, we started the process to 
secure an L-1 A intracompany transfer visa, so that one of our British engineers could come to West 
Texas to manage the new photomultiplier production function here. Three months and $7,000 later 
we were finally able to have the engineering expertise onsite that was needed. Until our British 
colleague was able to travel back and forth to oversee our expansion and direct and advise our new 
technician staff, we were not able to fully take advantage of our acquisition, take our new 
production equipment out of storage, and make new U.S. hires for the new rnanufacmring 
operation. Today our photomultiplier tube expansion employs an additional 20 Americans. 

In 2008, we were looking for an electronics engineer with experience in the radiation 
detection industry to come to Sweetwater and work in technical sales. It is exceedingly hard to find 
qualified, highly educated professionals who want to live in a small West Texas community. We 
were thrilled when a Mexican engineer who had an undergraduate engineering degree and a 


' Thu Human Capital Imperative: Bringing Mure Minds to America, by Nick Schulz, U.S. Chamber of Commerce and 
National Chamber Foundation, Januaiy 2012. 
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graduate business degree from the University of Texas accepted our offer of employment. We had 
never had an engineer with an MBA even apply to join our company, so having this skill set in our 
engineering corps was a great asset. Our Mexican engineer graduated with honors in Electronic 
Engineering with the highest grade point average in the electronic engineering program (degree 
from the Institute Tecnologico de Ciudad Victoria), worked for several years in Mexico in the 
radiation detection manufacturing industry, and completed a Masters of Business Administration 
from the University of Texas (at Brownsville). It seemed that because his professional skill set was 
a perfect match for our needs that the immigration process would be straightforward. However, to 
date, it has cost our West Texas company over $1 7,500 in legal services to obtain and maintain 
lawful status for our Mexican engineer. We are sponsoring this key employee for permanent 
resident status, but the green card process will take many more years to complete. Meanwhile, as a 
direct result of this hire, we have expanded our sales and distribution in Central America from a 
little under $200,000 to over $ 1 million annually, 

Ludlum’s experience in having so much difficulty with the high-skilled immigration system 
is not unusual. Despite the fact that our hires of high-skilled immigrants directly contribute to job 
creation here in the U.S., the business community is faced with hurdles. For example, other 
Chamber member companies have experienced the following: 

• A company manufacturing equipment conducts product testing in the United States after 
global teams develop new equipment specifications. A team of American engineers 
collaborating with company staff at design centers in North America, Asia and 
elsewhere comes together to complete product testing in the U.S. before manufacturing 
commences. Products are manufactured principally in the U.S. although some 
manufacturing is also conducted abroad. Products are principally sold outside the U.S. 
and most competing manufacturers in the particular industry are foreign corporations 
manufacturing solely outside the U.S. Visa petitions are denied for the foreign engineers 
working on the design team to come to the U.S. for product testing. Product testing is 
delayed, new product specifications can’t be finalized, manufacturing engineering 
processes are delayed, and U.S.-based manufacturing jobs are reduced or new hiring 
delayed, while foreign competition is helped. 

• A company has proprietary game software and a team of engineers working globally on 
updates and expansions to the product, with the product team based in the U.S. A 
foreign engineer already in the U.S. needs an extension of stay to continue his work on a 
key aspect of the game. A lengthy request for evidence is issued in the visa petition 
extension proceedings, questioning whether the worker qualifies to retain the same job 
for the same employer that he is already fulfilling, and in this case happens to hold 
several patents related to the game. 

• A company designs and manufactures precision controls. It has three design facilities in 
the United States, two in Europe, and one in Asia. Individuals working on product 
design are typically in three or more locations, working jointly on different aspects of the 
project. The expertise of the engineers is not narrowly held within the company; instead 
a large number and percentage of the engineers are experts on precision controls and the 
company’s proprietary systems. However, the expertise is narrowly held within the 
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industry and work on the design projects cannot be done without the engineers internal 
to the company. The company has regularly received denials over the last few years 
when it petitions for a visa to have an intra-company transfer come to the U.S. to 
continue working on new product designs with American staff. 

• A company has a leadership program where key up-and-coming staff come to the U.S. to 
both facilitate U.S.-centric experience for the future management of the company and 
promote the cross-fertilization of ideas that are needed in a multinational company. Visa 
petitions are regularly denied, despite the interest of the American company to ensure its 
professional, degreed staff is exposed to American business methods. 

• A company wants to open a fulfillment center in the U.S. where online orders can be 
processed and sent to North American customers. Visa petitions to bring in a handful of 
foreign staff well-versed in the company’s internal processes are denied. While the 
foreign staff would have trained new American staff to be hired, the center cannot be 
opened without some experienced internal staff. Instead, the company considers 
opening a fulfillment center in Canada. 

A Modest Proposal: More Green Cards for Scientists and Engineers 

These types of examples show that current high-skilled immigration policies do not help 
foster America’s competitiveness. In order to put a spotlight on this, the U.S, Chamber held an 
event in September 201 1 to discuss Immigration and American Competitiveness, with a focus on 
high-skilled immigration issues. Mayor Bloomberg was the keynote speaker, and there was a panel 
of Chamber member companies discussing high-skilled immigration with Pia Orrenius, an 
economist with the Federal Reserve Bank at Dallas.^ When speaking at the Chamber event, Ms. 
Orrenius opined that “economists typically don’t think that free lunches exist; but permitting more 
skilled immigrants to enter and stay is about as close as you can get to a free lunch.” 

From LMI’s experiences, it does notseem our current federal immigration policies are 
aligned to get our nation’s businesses at “the lunch table” to benefit from the economic benefit of 
skilled immigration. While broad-based immigration refonn addressing and'correcting the panoply 
of high-skilled immigration issues is not doable before the end of this election year, perhaps 
Congress can bite off one area where it is most obvious that our immigration policies need fixing 
regarding skilled immigrants. There appears to be an emerging consensus that action should be 
taken regarding foreign graduate students in the U.S. receiving Masters or Doctorates in the natural 
sciences and engineering from our fabulous U.S, universities. 

Allocating more green cards for permanent resident status of these scientists and engineers 
who have job offers would be very sensible. Such a change would be responsive to one of the key 


“ Ms. Oixenius has written widely on immigration-related economic analysis. She often co-authors reports with 
Madeline Zavodny, a labor economist on the faculty of Agnes Scott College in Atlanta. Among other books and 
reports, Ms. Orrenius and Ms. Zavodny have co-authored Beside the Golden Door, 20 1 0. 
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conclusions of the National Bureau of Economic Research, that “the U.S. economy will generate 
rising demand for highly-educated workers” through 2018.’ 

The 2000 census indicated that immigrants constitute approximately half of the scientists 
and engineers in the U.S. with Doctorates, “a remarkable statistic given that they otherwise 
represent only 12% of the U.S. population.”'' A focus solely on workers who possess a Doctorate is 
misplaced, though, since only about 2% of computer, mathematical, and engineering employment in 
the private sector is geared to individuals who have earned a Ph.D.’ Critically, more than 15% of 
workers in computer, mathematical, and engineering occupations in private industry are required to 
possess a Master’s degree.*’ More specifically, by way of example, in computer science and 
mathematical science occupations, the job distribution is 6.9% of jobs require skills of high school 
diploma or less, 18.7% require skills based on some college, 10.5% require Associates level skills, 
43.8% Bachelor’s skills, 17.7% Masters skills, .8% Professional Degree skills, 1.7% Doctorate 
skills.’ 


International students presently earn about one-half of all Master’s level degrees from U.S. 
universities in fields corresponding to natural sciences and engineering occupations.* To the extent 
we want to ensure that American businesses have full access to the skill sets needed to create and 
retain jobs here at home, a streamlined process to have access to professionals who have been 
trained here, speak English, are acclimated to our culture and our business and research practices, 
want to stay here, and have a job offer from a U.S. employer would be a good start. 

Coupling Education Reforms with Immieration Reform 

Higli-skilled immigrants play a positive role in creating and retaining jobs in America. 
Critically, though, the U.S. Chamber believes that high-skilled immigration reform needs to be 
coupled with education reforms. As the U.S. Chamber pointed out in an Immigration Myths and 
Facts report last May,’ current immigrants make up a disproportionately large segment of both the 
population holding graduate degrees as well as those without a high school diploma.” To the extent 
that graduate education or university studies in certain fields is a prerequisite to the specialized 
skills and expertise needed in today’s knowledge economy, pushing the interest and development 


’ Future Skill Shortages in the U.S. Economy? National Bureau of Economic Research, July 2011. 
http;//www.nber.org/papers/w 17213 

^ Immigrants ' Success in Science Education and Careers, University of California at Berkeley’s Center for Research on 
Teaching Excellence, http://escholarship.Org/uc/item/2ml4z6np#page-7 . 
hftp://www.uschambcr.com/sitcs/default/filcs/rcport s/1 6628_lmmigrationMythFacts_OPT.pdf 
^ 2008 American Community Survey. 

^ Distribution of workere possessing a Master’s degree: 1 7.7% computer and mathematical science occupations, 1 6.9% 
architecture and engineering occupations. 2008 American Community Survey. 

^ Future Skill Shortages in the U.S. Economy? 'Nation-dl Bureau of Economic Research, July 201 1, at Tabic 5. 
http.7/www.nber.org/papcrs/w 17213 

^ See, Stuart Anderson, Keeping Talent in America, National Foundation for American Policy, October 20 1 1 , at Page 6, 
and Science and Engineering Indicators 2010, Chapter 2, Higher Education in Science and Engineering (Graduate 
Education, Enrollment, and Degrees). 

Immigration Myths and Facts, U.S. Chamber of Commerce May 2011. 
littp;//www.uschambcr.com/sites/dcfault/filcs/reports/16628_ImmlgrationMythFacts_OPT.pdf 

Id. Page 1 , citing Pia Onenius and Madeline Zavodny. From 5m>w? to Bruins: How Immigration Works for America. 2010 Annual 
Report (Dallas, TX: Federal Reserve Bank of Dallas, 2010), p. 6-7, htq)7/www.daHasfed.org/fed/annual/20i0/ar!0b.pdf#page=3.. 
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by U.S. students in these fields is also an economic imperative, starting at the K-12 level and 
continuing into higher education. 

It is not just the “titans of American industry” which are looking for high-skilled workers 
and finding skill gaps in the domestic workforce. Middle market businesses have the same issues. 
For example, as described above, when LMI was looking for a technical sales engineer, the ideal 
skill set was an individual with an electrical engineering degree as well as business school training. 
To find someone with this skill set willing to be based in a small West Texas community is a 
challenge, and we jumped at the opportunity to hire a Mexican citizen with a top notch engineering 
degree from Mexico and a University of Texas MBA. Moreover, LMI needs highly skilled 
technicians, which we also frequently have had difficulty in locating in sufficient numbers. 

Many Chamber companies in various sectors are aware of the education reform necessity 
and have their own education support programs." For example, one large diversified 
manufacturing company has taken the following steps: While the company typically recruits only 
graduate students for its professional jobs, it also has created a program where it seeks out highly 
qualified candidates with undergraduate degrees who the company puts through a two-year 
corporate professional management program for recruited university graduates in the fields of 
engineering, manufacturing, finance, and other business specializations to expose the participants to 
rotational assignments throughout the organization in order to develop both technical and 
management skills and create a diverse, knowledgeable global talent pool. Additionally, the 
company is a major contributor to U.S. colleges and universities and academic research projects. 

The U.S. Chamber of Commerce has its own educational arm, the Institute for a Competitive 
Work Force (ICW), which promotes the rigorous educational standards and effective job training 
systems needed to preserve the strength of America's greatest economic resource, our workforce. 

Last summer, ICW released a report addressing what kind of business involvement it would 
take to truly make a difference in K-12 schooling. Partnership is a Two-Way Street: What it Takes 
for Business to Help Drive School Reform'^ explains and analyzes how the business community can 
function as a critical customer, partner, or policy advocate in primary and secondary education. As 
discussed in the report, leaders in Texas, Tennessee, and Massachusetts adopted each of these roles, 
thus stepping up to make a big difference in K-12 schooling. In each case, business leaders talked 
seriously and bluntly with educators. They recruited well-respected experts to lead the reform 
efforts. They built sustainable structures, brought top-level executives to the table, and stayed 
engaged. They tackled tough questions, understood that some steps would be political and 
unpopular, and took the heat when there was pushback. Among its other ongoing activities, ICW 
conducts regional training for local and state chamber and business leaders, to create a leadership 
network in as many states as possible that is focused on the role business can play in improving 


' ' See the Compete America coalition website for a summary of what some of the nation’s largest high tech companies 
arc doing to support education and workforce development, http://www.conipoteamcrica.org/workrorce/american- 
workforce. 

Parmershlp h a Two-Way Street: What it Takes for Business to Help Drive School Reform, U.S, Chamber of 
Commerce, Institute for a Competitive Workforce June 201 1 

http://icw.u.schamber.com/sitcs/default/files/Partncrship%20is%20a%20Two%20Way%20Strcet 201 1 .pdf 
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education and workforce training. Also, ICW conducts an ongoing assessment of K- 1 2 education 
in all 50 states and the District of Columbia through its Leaders and Laggards'^ report. 

Another recent report from ICW focuses on hi^er education. Transforming Higher 
Education through Greater Innovation and Smarter Regulation'* focuses on how academic 
programs and institutions must be transformed to serve the changing educational needs of a 
knowledge economy. The U.S. higher education system has long been one of the country’s crown 
jewels. With the right leadership and policy choices, it will remain so. Higher education has not 
changed its basic structure and delivery model because it hasn’t been forced to do so. However, an 
array of forces are now working to disrupt the traditional business model of higher education. 
Increasing international competition, a decline in government funding, changing demographics, and 
an increasingly mobile population are just some of the factors threatening the status quo. If 
innovation in higher education is discouraged through funding that fails to reward quality and 
outcomes, or simply thwarted by complacency within traditional intuitions, then the U.S. is likely to 
lose its edge to faster moving international competitors. In encouraging students to be ready for 
post-secondary education, ICW maintains active participation in coalitions focusing on both science 
and engineering as well as K-12 education, including Change The Equation, the Coalition for a 
College and Career Ready America, and the Business Coalition for Student Achievement. 

Taxes 

Another critical issue area for Ludlum is federal tax policy. There is absolutely no doubt that 
tax policy — both the burden and the uncertainty — impacts our competitiveness in what is a very 
competitive global marketplace. 1 want to focus on aspects of the federal tax code most pertinent to 
our business. 

R&D Tax Credit 


An essential factor in LMI’s ability to stay competitive is a steadfast dedication to research 
and cutting-edge product development that has positioned us as a global leader in radiation 
detection devices. As a result of our commitment to innovation, many new, well-paying jobs have 
been created from investments we have made from advances in technology. The research and 
development (R&D) tax credit is one federal government policy that has further incentivized and 
assisted us in devoting additional resources toward research. 

Regrettably, the recent anticipated yearly retroactive reinstatement of the R&D tax credit has 
served to undermine its salutary effects .since it does not provide us certainty prior to our projected 
use. Even though the R&D tax credit has been in the Internal Revenue Code (Code) for many years 
and has been extended multiple times, the uncertainty of expired deductions and credits has had a 
material impact on our commitment to take full use of the benefit. 


http://www.uschamber.com/reportcard. 

Transforming Higher Education through Greater Innovation and Smarter Regulation, U.S. Chamber of Commerce, 
institute for a Competitive Workforce May 201 1 

http://icw.uschaniber.com/sitcs/defaull/files/HigherEducationReporCfinaUhigh%20res.pdf 
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Moreover, many research projects are budgeted and planned for on a three- to five-year 
basis. In order for us to map out a long-range business plan for future innovation and investaent, 
we need reasonable assurances of the federal government’s commitment in reinstating the tax credit 
beyond one-year increments. Not having a permanent R&D tax credit erodes the confidence and 
certainty needed to dedicate the maximum amount of resources possible for riskier, yet potentially 
more rewarding, long-term scientific endeavors. 

Additionally, we find the complex accounting requirements required to take full advantage 
of the credit creates unproductive and time-consuming paperwork demands that reduce the ability 
for us to use the maximize amount of the credit that we would otherwise be allowed. Simplifying 
the bookwork needed to take advantage of the credit would provide our scientists and engineers 
more time to do what they do best, innovating and creating jobs rather than subjecting them to 
overwhelming paperwork requirements. 

Nevertheless, the R&D tax credit has been in the Code for almost 30 years and is a proven 
incentive for driving investment in R&D, encouraging long term capital investment, creating jobs, 
strengthening the economy, and spurring innovation in the United States.'^ In 1981, the United 
States was one of the first countries to add an incentive for research and development to the Code. 
For a period in the 1980’s, the United States was at the forefront of R&D incentives. However, 
other countries soon followed, introducing their own R&D incentives. By 2008, the United States’ 
R&D tax incentive ranked 17th overall amongst OECD nations.'* 

Other countries have moved to incentivize R&D, through adoption of super deductions, 
credits, and patent and innovation boxes. These countries use these incentives to promote the 
relocation of R&D operations to their countries as part of “innovation-led economic development 
strategies.”'^ Thus, the United States’ R&D credit must compete with the aggressive incentives 
marketed by other countries. The failure to, at the very least, simply maintain our current credit 
increases the risk that the jobs, capital investment, and intangible property developed in the R&D 
process will move outside our borders. 

Further, as Congress considers changes to the tax code in the context of fundamental 
comprehensive tax reform they should strive for a more permanent provision to incentivize R&D. 
Taxpayers need stable and predictable rules they can rely upon until fundamental permanent 
reforms can be made. We strongly urge Congress to act quickly to extend this longstanding policy 
and prevent unnecessary damage to the economy and job creators. 


See, e.g., U,S. Department of the Treasury, “Investing in U.S. Competitiveness: Tlie Benefits of Enhancing the 
Research and ExpcrinientatioTi (R&E) Tax Credit” (March 25, 201 i) (noting that the R&D credit in its current form 
offers a cost-effective way to encourage research spending and supports high-wage jobs). See also Carroli, Prante, and 
Quck, “The R&D Credit: An effective policy for promoting research" (September 2011) (estimating the higher wage 
and employment impacts of the R&D credit). 

See Information Technology and Innovation Foundation, “Create Jobs by Expanding the R&D Tax Credit," (January 
26 , 2010 ). 

Sec Dcloitte, “Global Survey of R&D Tax Incentives,” (July 201 1). 
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The Tax Code and Marginal Rates 

Another barrier to innovation and investment for our company is the uncertainty and 
potential increase of the individual marginal income tax rates. LMl is structured for tax purposes as 
a Subchapler S corporation which means that profits are passed through to the shareholders in the 
form of distributions and taxed at the individual’s marginal income tax rate. It also means that the 
rate-of-retum on any reinvestment on those profits retained by the company will be impacted by the 
individual rate. 

As we attempt to plan for future long-term growth and expansion or paying off the principal 
on existing debt, individual marginal income tax rates do matter. Moreover, the uncertainty of 
whether those rates will dramatically increase at the end of the year, or will be extended, instills yet 
another layer of risk in the growth and investment decision making process. Any potential increase 
in the rates will increase the cost of capital obtained through the retention of earnings, which in turn, 
decreases the return on any capital investment. Since it is uncertain as to whether or not some or all 
rates will increase, we must also take this possibility into account in determining the feasibility of 
the project. 

The bottom line — any increase in marginal income tax rates and the uncertainty of whether 
increases will take place has a chilling effect on our ability to grow, expand and create jobs. 

Besides individual marginal rates, many other provisions of the Code are currently set to 
automatically increase at the end of the year which will complicate our business decisions. 

Increases in capital gains tax, tax on dividends, the estate tax, the Alternative Minimum Tax (AMT) 
patch, and the uncertainty of how these provisions will be treated going forward will complicate our 
ability to innovate, grow and create jobs. 

Additionally, some lawmakers are discussing undertaking corporate only tax refonn. 

Having a tax system where marginal corporate rates are not synchronized with the individual rates 
pass through entities are subject to, would cause S corporations, such as LMI, to be forced to 
dedicate significant time and resources to financial engineering to address the lack of rate parity. 
Further, if certain tax expenditures were eliminated to fund a corporate rate reduction, pass through 
entities would see a de facto tax increase from the loss of these credits and deductions with no 
corresponding marginal rate reduction. Accordingly, any tax reform proposals must be 
comprehensive and address both corporate and individual rates. 

Trade 

For LMI, doing business beyond the domestic U.S. market is a critical part of our existing 
business model as well as a key part of our growth strategy. As I mentioned earlier, through 
distributor organizations we sell our products in more than 80 countries with these international 
sales contributing approximately 20% of our annual revenues. Like thousands of other American 
businesses, we understand the opportunity the global marketplace offers: outside our borders are 
markets that represent 80% of the world’s purchasing power, 92% of its economic growth, and 95% 
of its customers. And we know first-hand that trade is not just important to big companies. Often 
overlooked in the U.S. trade debate is the fact that more than 97% of the quarter million U.S. 
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companies that export are small and medium-sized enterprises, and they account for nearly a third 
of U.S. merchandise exports, according to the U.S. Department of Commerce. 

Export-Import Bank 

The Export-Import Bank of the United States (Ex-lm) has been of value to LMI in helping 
us complete international deals and generally enabling us to be more competitive globally. In FY 
2011, Ex-Im authorized more than $4.5 billion in export credit financing for Texas companies, 
supporting over 400 companies in the state, with over half of those being small business. In fact, 
Texas ranks number 1 in the country for small business financing. Here at LMI, Ex-Im has 
supported $ 1 5 million of our export sales over the past five years. 

I want to urge Congress to approve a four-year reauthorization of Ex-lra before its 
temporary reauthorization expires on May 3 1 . Failure to do so would disadvantage Ludlum and 
U.S. companies — small, medium, and large — in foreign markets. 

Ex-Im has a proven record of success. Far from being a burden on the taxpayer, Ex-lm turns 
a profit for the American taxpayer. Since 2005, Ex-lm has returned more than $3.4 billion to the 
Treasury above all costs and loss reserves, including $700 million in FY 201 1 alone. 

Nor does Ex-lm only help big business. In fact, small businesses account for 87% of Ex- 
Im’s transactions; further, these small business transaction figures are in addition to the tens of 
thousands of small and medium-sized businesses that supply goods and services to large exporters. 
In FY 201 1, Ex-lm provided more than $6 billion in financing and insurance for U.S. small 
businesses — an increase of nearly 90% since FY 2008. Ex-Im has set the goal of adding 5,000 new 
small businesses to its portfolio by 2015. 

Another myth holds that Ex-Im competes unfairly with private financial institutions. In fact, 
Ex-Im covers critical gaps in financing for U.S. exports to developing countries where commercial- 
bank financing is unavailable or insufficient. Ex-Im also acted to fill the void when the availability 
of private-sector trade finance fell by 40% during the 2008-2009 financial crisis. In the aircraft 
sector, a new multilateral agreement doubled the fees for export credit financing, thereby addressing 
the concern that some export credit financing was below market rates. 

Ex-Im lending exposes the taxpayer to very little risk. Borrowers have defaulted on less than 
2% of all loans backed by Ex-Im since its inception in 1934, a default rate lower than commercial 
banks. Ex-Im loans and guarantees present very low risks because they are backed by the collateral 
of real goods for which a buyer has already been found and a price has been agreed. As a result, Ex- 
Im poses none of the risks to taxpayers that, for instance, government-sponsored enterprises in the 
housing sector ultimately did. 

Failure to reauthorize Ex-lm would amount to unilateral disannament in the face of other 
nations’ aggressive trade finance programs. For example, the export credit agency in Canada has 
extended three times as much export financing as Ex-Im; Japan more than five times; and China an 
estimated eleven times. Failure to reauthorize Ex-Im will put billions of dollars in U.S. exports and 
thousands of American jobs at risk. 
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Trade Promotion Authority 

Looking beyond the immediate priority of reauthorizing Ex-Im, a pro-jobs trade agenda that 
includes more market-opening agreements, such as those recently approved with South Korea, 
Colombia, and Panama, should be a focal point for a Congress concerned about the competitiveness 
of U.S. businesses, economic growth and job creation. While I am not a trade specialist, I know 
enough to recognize that first the president needs the authority to negotiate such agreements — 
Trade Promotion Authority (TPA). Congress has granted every president since FDR the authority to 
negotiate market-opening trade agreements in consultation with Congress. 

TPA lapsed in 2007. That’s unacceptable; every American president needs TPA, and every 
president should have it. It sends a wrong signal to potential partners who won’t negotiate seriously 
if they know agreements could be picked apart by Congress. 

Without TPA, the United States is relegated to the sidelines as other nations negotiate trade 
agreements without us — putting American companies at a competitive disadvantage. Already, more 
than 300 free trade agreements are in force around the globe, but the United States is a party to just 
14 such agreements covering 20 countries. And that includes the most recent three, which have yet 
to be implemented. To be competitive globally, grow our economy and create U.S. jobs, we must be 
in the game and getting back in it starts with TPA. 

Other Opportunities 

LMI does a considerable amount of business in Asia and Europe. I am pleased that the 
United States has a seat at the table for negotiations of the Trans-Pacific Partnership (TPP) which 
are underway. It’s a great place to start. Asia accounts for half of the world’s population and is 
projected to account for a large share of its economic growth for years to come. To boost U.S. 
exports and create jobs at home, the United States needs to improve its access to Asian markets, 

Asian nations are designing a new architecture for trade in the global economy’s most 
dynamic region — tlireatening to draw “a line down the middle of the Pacific.” The TPP is our 
chance to ensure the United States is in the game in Asia. Embracing nine countries today, many 
hope additional countries will accede over time. The United States must be engaged, it is critical to 
our competitiveness and economic growth. 

As we consider new trade accords, Europe calls out for attention. Indeed, the European 
Union is by far America’s largest international economic partner and, in the size of its economy, our 
only true economic peer. It is also an important market for Ludlum. 

Last year, the Chamber supported a study to gauge the potential benefits of eliminating 
tariffs between the United States and the European Union. The study found that eliminating 
transatlantic tariffs would boost U.S.-EU trade by more than $120 billion within five years. It would 
also generate GDP gains of $1 80 billion — a budget-neutral boost to the U.S, and EU economies. I 
support the proposal for a Transatlantic Economic and Trade Pact that eliminates tariffs, ensures 
compatible regulatory regimes, and addresses investment, services, and procurement. 
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Concinslon 

I am told that given the existing political realities in Washington, DC, it is difficult to find 
common ground and get things done. I want to remind you that business owners across our nation 
and the men and women they employ face great challenges every day as well. Yet we find a way to 
overcome hurdles, make progress, and ultimately achieve solutions. I do not think it is too much to 
ask of our elected officeholders to do the same. Just as we have men and women and their families 
at LMI who directly depend on us for their jobs and livelihood, you have a nation of entrepreneurs 
and business owners who are impacted by your ability {or inability) to foster a policy and regulatory 
environment that encourages risk-taking, investment, innovation and job creation. The bottom line 
is that the decisions you make can help or hinder us. By that I mean the laws you create will either 
cultivate a climate that provides entrepreneurs and small and mid-sized business owners greater 
confidence and certainty to grow and generate new jobs, or one that does just the opposite. 

We desperately need elected officeholders who are on the right side of that debate who are 
willing to lead. I served in the United States Navy for 20 years and travelled the world aboard 
nuclear submarines. Between my military service and business experience, I have been exposed to 
numerous countries and cultures around the globe. 1 am incredibly proud to be an American and 
strongly believe this nation is still the greatest place to live and do tjusiness. 

I am hopeful that each member of this Subcommittee as well as all of your colleagues in 
the House and Senate will commit to advancing legislation in the areas of high-skilled immigration, 
tax, and trade policies to boost the competitiveness of U.S. businesses while also coming together to 
eliminate onerous mandates and regulatory burdens which saddle businesses with hurdles that 
actually hamper economic growth and job creation. 

One of the most significant areas where Congress can legislate reforms with a direct impact 
on expanding job creation is high-skilled immigration reform. Thus, there is an economic 
imperative for employment-based immigration reform. 

The Chamber applauds the Subcommittee for holding this hearing, and thanks you for this 
opportunity to testify. I look forward to your questions. 
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Mrs. Biggert. Thank you, Mr. Truitt. Mr. Brandt, you are recog- 
nized for five minutes. 

STATEMENT OF MR. THOMAS M. BRANDT, JR., 

SENIOR VICE PRESIDENT AND CFO, 
TELECOMMUNICATIONS SYSTEMS, INC. 

Mr. Brandt. Thank you. Mr. Chairman, Ranking Member Ed- 
wards, Members of the Subcommittee, I am Tom Brandt, Chief Fi- 
nancial Officer of Telecommunications Systems, an entrepreneur- 
led, Annapolis, Maryland-based wireless communication technology 
business, which now employs about 1,500 professionals and holds 
more than 200 patents. I am also here before you today rep- 
resenting TechAmerica, the Nation’s leading technology advocacy 
organization representing over 1,000 U.S. companies committed to 
innovation. In my testimony today, I will share TechAmerica’s in- 
sights on some policy areas where Congress can act to help ad- 
vance America’s innovation economy. 

TechAmerica has been working to advance a competitiveness 
agenda for U.S. policy since collaborating with Leader Pelosi and 
others in 2005 when we published “Losing the Competitive Advan- 
tage: The Challenge for Science and Technology in the United 
States.” My hope is that these latest recommendations will help to 
inform public discussion and facilitate meaningful debate toward a 
national technology vision and strategy. 

The best hope for the United States to maintain its edge in an 
increasingly competitive world is by fostering and expanding our 
most prized intellectual asset, innovation. Over the past 30 years, 
innovation has given the United States and the rest of the world 
wave after wave of technological advancement and generated mil- 
lions of high-skilled jobs. On average, each technology job supports 
three jobs in other sectors of the economy. The multiplier effect for 
information technology jobs is even higher, nearly five to one. 

Information technology has a proven track record of economic 
success having recently accounted for more than a third of U.S. 
gross domestic product growth and nearly two-thirds of corporate 
capital investment. 

Access to capital, strong basic research, the best and brightest 
minds, and an infrastructure that supports the entrepreneur are 
four key elements that have allowed the United States to thrive on 
the basis of innovation. 

Foreign governments, however, are increasingly aggressive in 
promoting favorable tax policies, improving their legal accounting/ 
intellectual property structures, and boosting their R&D spending 
to foster innovation in their countries. The United States needs to 
meet the challenge of foreign competitors or risk losing our edge. 
To maintain our Nation’s competitive advantage, we must update 
public policy to support what has made us successful: improving ac- 
cess to capital with smart tax policies, increasing support for our 
basic R&D, improving math and science education, and supporting 
immigration and opening new markets. 

One of the greatest challenges facing new start-up companies is 
gaining access to enough capital to get off the ground in the early 
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years and then fueling growth without prematurely ceding control 
to a bigger, less entrepreneurial owner. 

About 25 years ago, my employer started up our company with 
his wife and a childhood friend. Critical steps in growing our com- 
pany were venture capital investment followed by our IPO 12 years 
ago. We now employ about five times the 295 employees in our 
2000 prospectus, and we were vep^ fortunate to raise our capital 
shortly before changes in the environment sharply raised the bar 
on access to such capital for similar stage companies. 

Reduced obstacles to investor capital for small growth companies 
can make a major difference. The United States also needs to re- 
form the income tax code. Other nations have adjusted their codes 
to incentivize innovation, attract investment, and enhance the com- 
petitiveness of companies within their borders. In just days, the 
United States will lead the world with the highest corporate tax 
rate. We need to change that. The R&D tax credit is a modest but 
Byzantine provision that can help incentivize innovation, but it ex- 
pired again in 2011. The United States needs to make it stronger 
and make it permanent. The last major corporate tax reform took 
place 25 years ago, long before many of today’s U.S. technology- 
based companies were even in existence. TechAmerica looks for- 
ward to working with Congress and the Administration on ways to 
modernize the tax code. 

The government has a critical role in the area of basic research. 
From this pipeline of advances in information technology, life 
sciences, and now clean energy, technology enterprises have his- 
torically drawn many innovations. Often, early-stage research into 
new discoveries is first funded with federal dollars in a university 
or government lab and then commercialized by angel or venture in- 
vestors. 

Prudent application of intellectual property laws can have an im- 
portant impact on services to the public. For example, I am con- 
fident that all here recognize the importance of 911 technology, a 
vital national service that protects the lives and property of every 
American and of which my company is a provider. Today 911 is 
threatened by what the Federal Trade Commission has termed pat- 
ent assertion entities. These companies have increasingly focused 
on government-mandated 911 services by wireless carriers as proof 
of infringement with significant financial consequences to both the 
carriers and their 911 vendors. I encourage you to investigate and 
resolve the 911 patent problem before it irreparably harms Amer- 
ica’s safety and security by disrupting the 911 system. 

In addition to supporting basic research, government must also 
support the entrepreneurial and technical talent that brings this 
research to life. TechAmerica wholeheartedly supports investing to 
improve math and science education for U.S. students, particularly 
in grades K through 12. Other countries have been devoting more 
resources to STEM education for some time. 

It is also critical that we reduce obstacles to the best and bright- 
est scientists and entrepreneurs from all over the world who want 
to come to the United States. The U.S. high-tech industry and the 
5.9 million workers that it employs rely on international trade and 
investment for continued growth, innovation, and job creation. En- 
couraging international trade buoys our GDP, enhances produc- 
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tivity and boosts the ability of small businesses to innovate and 
create good U.S.-based jobs. 

In conclusion, the technology industry remains committed to 
doing our part to ensure that the United States remains the leader 
in the innovation race, but we need the right policies in place. 
TechAmerica looks forward to working with Members of this Com- 
mittee, Congress, and the Administration to support the best and 
brightest ideas that continue to fulfill a robust pipeline of innova- 
tion for our country. I thank the Committee for this opportunity to 
discuss these issues with you today, and I am happy to answer 
questions. 

[The prepared statement of Mr. Brandt follows:] 
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Mr. Chairman, Ranking Member Edwards, and Members of the Subcommittee, my name is Tom 
Brandt, and for the past 15 years I have been the Chief Financial Officer of Telecommunication 
Systems Incorporated, based in Annapolis, Maryland, Our company is in the wireless 
communication technology business, selling highly reliable and secure solutions to wireless 
carriers and government agencies including military special operations and 9-1-1 services for 
public safety. I work for the founder and CEO, an African American 1978 alumnus of the naval 
academy, who started the company in 1987 and initially grew it with the help of some SBA 
programs, We raised venture money in part from a Small Business Investment Company 
("SBIC") in the late 90s, went public in 2000, and now employ about 1,500 people and hold 
more than 200 patents. 

In my testimony today, I am also representing TechAmerica, the leading advocacy organization 
for U.S. companies committed to enterprise based on technology and innovation. My company 
is one of about 1,000 member companies of all sizes comprising the technology industry's only 
grassroots-to global network, with presence in state capitals around the United States, 
Washington, D.C., Europe (Brussels) and Asia (Beijing). TechAmerica's roots go back to an 
initiative by David Packard in the late 1940s to link the emerging Silicon Valley to Washington. 

Thank you for allowing me the privilege of sharing with you perspectives on the opportunities 
and challenges surrounding our nation's innovation policies. The U.S, technology industry is the 
driving force behind productivity growth and jobs creation in the United States and is the 
foundation of the global innovation economy. I appreciate this Committee’s attention to this 
topic, and I commend you for advancing the dialogue on how our nation's innovation policies 
can drive growth in our economy, and enable American companies to successfully compete in 
the global market to meet demands for the future. 

I would like to submit for the hearing record TechAmerica's "Technology Roadmap," which 
highlights policy areas where Congress can act to help advance America's innovation economy. 
Our hope is that the recommendations included here will help to inform public discussion and 
facilitate meaningful debate toward the development of a national technology vision and 
strategy. 
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The U.S. Innovation Economy 

The importance of innovation— creating new ideas, products, and services— cannot be 
overstated. And in this global, highly competitive economy, it is increasingly the intangible 
inputs of research and development ("R&D"), education, and entrepreneurial risk-taking that 
drive that growth, innovation is key to creating new industries, and therefore key to the 
creation of American jobs. 

Our country is home to institutions that have nurtured many of the best and brightest minds on 
the planet. And that intellectual prowess has benefited our economy in countless ways. Yet we 
all know that the process of bringing innovation to life is not simple. There is a critical path 
along which many stakeholders - including entrepreneurs, technologists and policy makers - 
play important roles. 

Historically, our government has helped pave that path with policies that encourage innovation 
on many levels. Yet the global environment has changed significantly in the last decade and the 
United States is no longer as dominant in entrepreneurship and innovation. The best hope for 
the U.S. to maintain its edge in rising global competition is by fostering and expanding our most 
prized intellectual asset: innovation. 

Over the past 30 years, innovation has given the U.S. and the rest of the world wave after wave 
of technological advancement and generated millions of high-skilled jobs. 

On average, each tech job supports three jobs in other sectors of the economy. The multiplier 
effect for information technology jobs is even higher — nearly 5 to 1. Information technology 
has a proven track record of economic success, having recently accounted for more than a third 
of U.S. gross domestic product growth and nearly two-thirds of corporate capital investment. 

Information and communications technologies (ICT) generate some of the fastest-growing 
business sectors, based on continuous innovation. The United States is the leading innovator in 
this space, responsible for a third of all ICT-related patents filed and over 70 percent of global 
software research and development. To ensure that successive waves of innovation begin in 
the U.S., and that U.S. workers benefit from "the next big things," we must evolve the 
necessary infrastructure and environment- 
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The ICT sector represented by TechAmerica wants to help ensure that high quality new U.S. 
jobs emerge in a global, competitive and technology-based economy, through encouraging and 
rewarding high skill levels and entrepreneurship. Unfortunately, the U.S.'s ability to adapt, 
compete and innovate alongside emerging workforces in China, India and other countries is 
impeded by a systemically weak education system, a dearth of R&D funding, a visa policy that 
limits access to the brightest foreign-born minds, and a business climate heavy with regulatory 
and tax burdens. Our public policy should be crafted to enable the U.S. to remain the world's 
innovation leader. 

Access to strong basic research, the best and brightest minds, access to capital, and an 
infrastructure that supports the entrepreneur are in fact the precise components that have 
historically allowed the U.S. to thrive on the innovation spectrum. And these same drivers will 
determine our fate going forward. 

It is important to recognize that the global environment for innovation has changed 
dramatically in the last decade - creating both opportunities and threats to U.S. innovation. 
Technology has indeed made the world flat and our companies today all employ global 
strategies when it comes to markets, product development and operations. The global markets 
offer our companies tremendous growth opportunities - provided the U.S. maintains open 
trade provisions. Yet, at the same time, there has been a significant rise of venture capital and 
entrepreneurial activity in regions outside the United States such as Asia, Eastern Europe and 
South America. As entrepreneurialism grows on a global scale, we face a new competitive 
environment in which innovation can be developed anywhere. 

Foreign governments are increasingly aggressive in promoting favorable tax policies, improving 
their legal, accounting and intellectual property structures, and boosting their R&D spending to 
foster innovation in their countries. The U.S. needs to meet the challenge of foreign 
competitors or risk losing our technological edge. 

A Tax Code To Help Our Companies Be Globally Competitive 

Many nations have adjusted their tax codes to incentivize innovation, attract investment, and 
enhance the competitiveness of companies within their borders. Yet, in just days, the United 
States will lead the world with the highest corporate tax rate. We need to change that. Lower 
corporate tax rates would help U.S. companies attract capital to compete, as well as encourage 
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foreign companies to invest in the United States, resulting in increased employment and higher 
wages for American workers. 

Other countries are aggressively encouraging research and development activities, but the U.S. 
research and development credit expired - again - at the end of last year. This incentive 
influences the choice of location among companies looking to open or relocate research 
facilities. As foreign governments actively recruit American companies to move their research 
operations abroad, the credit helps to encourage companies to invest in R&D using employees 
in the United States. It is time for Congress to make this incentive clear, predictable and 
permanent. 

In order to grow and compete, U.S. companies must take their ingenuity and investment well 
beyond our borders because 95 percent of the world's population lives outside the United 
States. Today, even small business is global business and our nation's technology companies 
must be able to thrive in the global market or we risk falling further behind other world-class 
competitors in the tax arena. The reality is expanding operations overseas enhances U.S. 
productivity and is essential for future growth, and this is why TechArnerica supports moving 
towards a competitive territorial system. Thankfully, Congress and the Administration have 
begun the process of considering comprehensive tax reform, recognizing the competitive 
disadvantage our current system inflicts on our global businesses. 

A Permanent and Strengthened R&D Credit 

We believe that investing in research, especially during these challenging times, is crucial to 
repowering the American economy. The R&D tax credit has a proven history of encouraging 
additional investments in research and promoting U.S.-based, high-wage job growth in 
companies of all sizes. It is disproportionately difficult, expensive and risky for smaller 
companies to engage in R&D activities, but permanent enactment of a strengthened credit 
would go a long way toward encouraging companies of all sizes to make R&D investments. 
Ultimately, it would stimulate U.S. innovation and lead to growth in jobs, wages, consumption 
and exports - all contributing to a stronger economy and a higher standard of living for 
American workers. 

Strengthening and permanently extending the R&D tax credit, which expired at the end of 2011 
and has yet to be renewed, would provide the certainty and resources business owners need in 
order to be able to plan and invest in U.S.-based research with certainty well into the future. 
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This will help stimulate short-term business investments with long-term benefits to the U.S. 
economy. 

Since the R&D tax credit is only available for certain qualified research performed in the United 
States, it is really a U.S. jobs provision, since more than 70 percent of the benefits of the credit 
are attributable to the wages and salaries of workers performing research in the United States. 
The enactment of a strengthened and permanent credit will serve to both maintain and create 
new high-paying, high-skilled research jobs in the United States. 

Federal Investment in Basic Research 

The government also has a critical role to play in the area of basic research. It is from this 
pipeline of scientific advances in fields such as information technology, life sciences and now, 
clean technology, that the technology industry has historically drawn many innovations. Often, 
early stage research into new discoveries is first funded with federal dollars in a university or 
government lab and then commercialized by angel and venture investors. 

For these reasons, TechAmerica has supported the America Competes Act and continues to 
support the spirit in which it was passed in 2007. In order for the U.S. to maintain its 
competitive advantage and economic leadership, we must continue to aggressively promote a 
public policy agenda that rewards risk takers and embraces innovation at a national level. The 
United States spends more than any other nation in the world on R&D, but its relative position 
(measured by the share of such investment in national income) has been falling even as other 
countries increase their investments in research. 

Investment in R&D is a significant driver of technological progress and economic growth. U.S. 
industry and the Federal Government are the primary pillars of financial support for the U.S. 
R&D. Sources of these basic research funds have historically included the NIH, NIST, DOD, 
DARPA and, most recently ARPA-Energy. Continuing to support federally funded research 
through these agencies will nurture the symbiotic relationship between the government and 
private investment capital. Essentially, the private sector picks up where government funding 
leaves off. We hope to see a continued commitment at that level or above going forward, so 
that American companies can bring the exciting work taking place in those labs to the global 
market. We also ask that policy makers continue to exhibit the same patience they have shown 
in the past for the high-risk and long-term nature of the innovation process. This support is 
critical to our ability to see our projects through to success. TechAmerica is pleased to see that 
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federal R&D investment would rise to $142.2 billion under the President's FY 2013 budget 
request, representing a 1.2 percent or $1.7 billion increase above FY 2012 estimated funding 
levels. 

TechAmerica urges the Committee to remain committed to doubling the budgets of the 
National Science Foundation, Department of Energy Office of Science, and the National 
Institute of Standards and Technology labs. The President's Plan for Science and Innovation (a 
key pillar of A Strategy for American Innovation announced in September 2009 and revised in 
February 2011), the America COMPETES Act of 2007 (P.L. 110-69), and the America COMPETES 
Reauthorization Act of 2010 (P.L. 111-358) have all identified NSF, DOE SC, and NIST as critical 
to preserving America's place as the world leader in innovation. Congress and the President 
have shown strong support for these agencies, but appropriations in recent years have not 
achieved the sustained increases authorized by the COMPETES legislation. 

TechAmerica supports the President's FY2013 discretionary funding request for NIST of $857 
million (excluding transfers), an increase of $106 million over FY 2012. More than half of the 
proposed increased funding would be focused on advanced manufacturing research both at 
NIST laboratories and through a new industry-led consortia program. We believe this budget 
request will address pressing needs for standards and measurement work in emerging 
technology areas and provide seed funding to encourage industry and academia to come 
together to address common technology problems too large for individual institutions to tackle. 
Moreover, this budget is consistent with the President's Plan for Science and Innovation and 
the goals of the America COMPETES Reauthorization Act of 2010, both of which call for 
significant increases in basic federal R&D funding to make America more competitive. 

TechAmerica would like to also voice support for a $10 million NIST initiative in the President's 
FY2013 Budget that will support the technological infrastructure, including standards, 
underpinning broadband communications networks, which have become as essential to today's 
economy as the electrical power grid was to the Industrial Revolution. To compete effectively in 
this global business environment, communities and companies will need reliable, secure access 
to huge amounts of data, available anytime, anywhere. However, the U.S. currently lacks the 
technology to ensure adequate capacity to achieve a large-scale network capable of this vision. 
There has been a 5,000 percent growth in demand for wireless internet data in the last three 
years. Currently, 3 percent of wireless smart-phone customers use up to 40 percent of the total 
available cell-phone bandwidth causing bottlenecks in mobile broadband access. Service 
providers are striving to address the rapid increase in demand, but additional technologies and 
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approaches are needed. Advances in broadband technology or network capacity alone will not 
be sufficient to meet the future needs of a hyper-connected world. 

This initiative will help support continued operations of the 700 MHz Public Safety Broadband 
Demonstration (PSBD) Network and to make modifications to allow additional use as a platform 
for addressing interoperability and performance questions on non-PS next generation 
communications technologies. It will address three key areas to enable significant innovation in 
communications in both the commercial and public safety sectors. Benefits expected from 
funding of the advanced communications initiative include the development of a U.S. 
broadband network with greatly expanded capacity that requires only a marginal increase in 
capital and operating expenditures. In addition, it is expected to establish a testbed and build 
collaboration with the telecommunications industry to help lay the groundwork for an 
interoperable public safety communications network that seamlessly delivers voice, data, and 
video to first responders and other emergency personnel through whatever communication 
avenues are available. My company is engaged in deploying next generation 9-1-1 service in 
several states and has routed about half the country's wireless 9-1-1 calls for the past decade, 
so we are highly interested and involved in ways that technology enhancements can 
significantly improve public safety. 

Refinement of U.S. Intellectual Property Law 

I previously mentioned the 700 MHz Public Safety Broadband Network and TCS's significant 
position as a vendor of 9-1-1 wireless services. I am confident that every member of this 
committee recognizes the importance of 9-1-1 services, a vital national service that protects the 
lives and property of every American. Unfortunately, today 9-1-1 is threatened by what the 
Federal Trade Commission has termed Patent Assertion Entities, or "PAEs," The business model 
of PAEs focuses on purchasing and asserting patents against manufacturers already using the 
subject older technology, rather than the traditional and beneficial practice of developing and 
transferring new technology via purchased patents. PAEs have increasingly focused on the 
mandatory provision of 9-1-1 services by wireless carriers as proof of infringement with 
significant financial consequences for both the carriers and their 9-1-1 vendors, like TCS. 

For the record, as the owner of over 200 issued patents worldwide and more than 300 pending 
applications, TCS supports a strong intellectual property system, and we welcomed the 
September 2011 passage of the Leahy-Smith America Invents Act (AIA) as a watershed 
achievement in advancing the U.S. intellectual property system. However, the problem of PAEs 
and their potential to undermine our national 9-1-1 system remains. Until it is addressed, the 
9-1-1 system is at risk. I strongly encourage you to investigate and resolve the PAE 9-1-1 
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problem before it irreparably harms America's safety and security by disrupting our national 9- 
1-1 system. 

A Highly Skilled Work Force 

In addition to supporting the research, government must also support the entrepreneurial and 
technological talent that brings this research to life. TechAmerica wholeheartedly supports 
investing to improve math and science education for U.S. students, particularly in grades K 
through 12. Other countries have been devoting more resources to Science, Technology, 
Engineering and Math (STEM) education for some time. Our understanding is that the U.S. is 
making strides in these areas, but we must continue our commitment to enhance the 
proficiency of our students in these areas. 

In addition to better educating our own students, it is also critical that we ensure that the best 
and the brightest scientists and entrepreneurs from all over the world want to come to the 
United States to innovate and grow their businesses. Investors in entrepreneurial innovation 
have long supported immigration reform that would make it easier for highly skilled foreign 
born nationals to build companies in the United States. 

Yet U.S. immigration policy is restrictive relative to the policies of foreign countries - while at 
the same time those countries are proactively growing their own entrepreneurial and 
innovation ecosystems. As the United States is making it more difficult for foreign scientists and 
entrepreneurs to enter our country, India, China and other countries are welcoming these 
bright minds to their shores. Unless we significantly change immigration policy for highly skilled 
workers, we risk losing the brightest talent to our global competitors. 

For this reason, we enthusiastically support the Start Up Visa initiatives that have been 
introduced in both the House and the Senate. Under these bills, immigrant entrepreneurs can 
obtain a special visa to build their companies in the United States if they have secured venture 
capital financing from a qualified investor. The passage of such a bill would send a much 
needed signal to entrepreneurs around the world that United States wants them innovating 
here. Companies that are formed here drive innovation here. There is no other way to say it. 
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Investment in America's Small Innovative Start Up Companies 

Whether it's a garage, a basement, or a dorm room, every business has humble beginnings. It's 
not about where you start. It's where you end up. No other industry produces more, or relies 
on, startups more than the technology industry. Today, 1 out of every 3 new jobs is created by 
self-employed startup businesses. My entrepreneur employer got started with his wife and a 
childhood friend. According to analysis conducted by the Ewing Marion Kauffman Foundation, 
companies less than 5 years old accounted for nearly all net job creation in the United States 
between 1980 and 2005. New firms create on average approximately 3 million jobs each year. 

Encouraging early-stage investment and growth in these fast-growing, entrepreneurial start-up 
businesses is one of the best ways Congress can help foster an environment to create new jobs. 

One of the greatest challenges facing new start-up companies is gaining access to enough 
capital to get off the ground in the first few years. Recent Congressional action on the JOBS Act 
is a positive step in addressing the regulatory burdens small companies face in their efforts to 
go public. The JOBS Act will encourage and promote economic growth by making it easier for 
emerging growth companies to access capital and by easing the Initial Public Offering ("IPO") 
process for these companies. In particular, by providing an "on-ramp" to the public markets, 
the JOBS Act will provide emerging growth companies with relief from some compliance 
requirements that are particularly challenging and costly for small companies. A critical step in 
growing our company was our IPO 12 years ago, and we now employ about 5 times the 295 
employees in our 2000 prospectus. We were very fortunate to raise our capital shortly before 
changes in the environment sharply changed access to such capital for similar stage companies 
since then. 

TechAmerica also supports S. 1965, the Startup Act, introduced by Senator Mark Warner (D-VA) 
and Senator Jerry Moran (R-KS). This legislation would further address the challenges faced by 
American startup companies. In 2010, Congress temporarily exempted capital gains taxes on 
the sale of certain small-business stock held for at least five years. The Startup Act would make 
this exemption permanent, giving investors an incentive to partner with entrepreneurs and 
provide financial stability at a critical Juncture of firm growth. 

To further encourage business development, the Startup Act also reduces the corporate income 
tax on certain new businesses during the first three taxable years of profit. To fuel access to 
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capital, the Startup Act would examine whether or not Sarbanes-Oxley compliance could be 
eased for small issuers, potentially allowing the market to weigh the costs and benefits. 

Another significant obstacle facing new businesses is the expense and time required to comply 
with government regulations. According to the Small Business Administration, firms with fewer 
than 20 employees spend 36 percent more per employee than larger firms to comply with 
federal regulations. This legislation requires all government agencies to conduct a cost-benefit 
analysis of all proposed new regulations with an economic impact of $100 million or more. This 
analysis will determine the efficacy of the rule and its potential effects on the formation and 
growth of new businesses. 

The Startup Act will help keep entrepreneurial talent and highly skilled workers in the U.S. by 
establishing a new category of visas for immigrant entrepreneurs. It also creates a pathway for 
foreign students who graduate from an American university with a master's or Ph.D. in science, 
technology, engineering or mathematics to receive a green card along with their diplomas so 
they can stay in this country, launch businesses, and create jobs. 

We encourage the Members of the Committee to introduce a House companion measure. 

Providing Greater Market Access for U.S. Technology Businesses 

The U.S. high-tech industry and the 5.9 miliion workers that it employs rely on international 
trade and investment for continued growth, innovation, and job creation. Engaging in 
international trade buoys GDP growth, enhances productivity, and boosts the ability of small 
businesses to innovate and create good, U.S.-based jobs. 

During the past two years of economic distress, exports have helped to keep the economy 
afloat. High-tech exports grew 38 percent from 2002 to 2008, according to TechAmerica 
Foundation's Trade in the CyberStates 2010 Report. These technology exports supported 1 
million U.S, jobs in 2009. In addition, U.S. high-tech exports were the largest overseas exports in 
2009 totaling $188 billion. 

High tech accounts for nearly a quarter of all exporting small businesses, and in 2007, 94 
percent of the companies exporting high-tech goods were small companies with less than 500 
employees. And the role of small businesses in this area has been increasing. My company is 
currently deploying our wireless network technology in emerging market carriers in Latin 
America and Africa. 
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TechAmerica has been supportive of efforts by the Obama Administration to advance the 
Trans-Pacific Partnership (TPP) regional trade agreement. The TPP comprises the United States, 
Australia, Brunei, Chile, Malaysia, New Zealand, Peru, Singapore and Vietnam. These countries 
represent about 26 percent of global GDP and approximately 17 percent of world trade. The 
agreement will underpin the rules for international trade and investment in the region for years 
to come. Ten rounds of negotiations of the TPP agreement were held in 2011, with additional 
rounds scheduled for 2012. TechAmerica is an active member of the High Tech Trade Coalition 
which is monitoring those negotiations. TechAmerica supports new countries joining TPP with 
participants complying with current international norms and obligations, and committing to the 
high standards currently being negotiated for trade and investment, as well as intellectual 
property protection and enforcement, building upon the IP Chapter in the US-Korea FTA. 

At the same time that the United States is seeking to press foreign governments to open their 
markets and eliminate barriers to trade, we need to look at U.S. policies that could help small 
businesses grow their exports. 

Small technology companies are generally not equipped to deal with the complexities of the 
export controls and can be discouraged from exporting by the risks of not properly complying 
with the rules. We are encouraged by the steps of the Obama Administration to finally move 
forward with changes that we hope will address these concerns and are working with members 
of Congress on updated legislation. 

Small businesses seeking to export to foreign markets must grapple with finding reliable 
business partners in other countries, navigating local laws and cultures, understanding the 
market for their products or services and working out financial issues. We recognize that there 
are many programs designed to help small businesses but feel that more can be done and 
better funding can be provided to strengthen the programs aimed at helping U.S. small 
businesses export their goods and services. 

Small business innovation and new firm formation help ensure U.S. products and services 
remain at the cutting edge. Enforcing existing and pursuing new free trade agreements brings 
down barriers to entry for the goods and services of small businesses and allows them to 
market themselves to new consumers around the world. 


Conclusion 
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The United States has harnessed innovation to power economic growth, raise standards of 
living and enhance the quality of our standard of living. The federal government has played an 
indispensable role in this success through innovation-friendly policies and incentives. We 
commend those in Congress who seek to foster an ecosystem where risk taking and 
entrepreneurship are rewarded. Yet the bar continues to rise as many foreign governments 
have begun to emulate our success and seek to surpass it. Their successes mean that we no 
longer hold a monopoly on innovation and its benefits. Standing pat means falling behind. 

Make no mistake; The race is still ours to lose. But to maintain our innovation advantage, we 
must rededicate ourselves to what made us successful; increasing support for basic R&D, 
improving math and science education, supporting immigration and opening new markets, and 
improving access to capital through smart tax policies. Without action on these fronts, the 
United States may find itself in the unfamiliar role of also-ran in the innovation race. The 
technology industry remains committed to doing our part to ensure this is not the case. 

TechAmerica looks forward to working with members of this committee. Congress and the 
Administration to support the best and brightest ideas and continue to fill a robust pipeline of 
innovation for our country. 


I thank the Committee for the opportunity to discuss these important issues with you today and 
I am happy to answer any questions. 
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Chairman QuAYLE. Thank you, Mr. Brandt. I now recognize our 
final witness, Mr. Richard Bendis, for his testimony. 

STATEMENT OF MR. RICHARD BENDIS, INTERIM CEO, 
BIOHEALTH INNOVATION, INC., AND 
PRESIDENT AND CEO, INNOVATION AMERICA 

Mr. Bendis. Thank you, Mr. Chairman. Chairman Quayle, and 
Ranking Member Edwards 

Chairman Quayle. Is your mic on? 

Mr. Bendis. Thank you for the opportunity to testify before the 
Committee today. My name is Rich Bendis, and I am President and 
CEO of BioHealth Innovation, Inc. It is a private-public partner- 
ship that is predominantly funded by the private sector to foster 
biohealth innovation-based economic development and is a unique 
cluster-based model for regional economic development. This initia- 
tive could be used as a model program regardless of industry or 
cluster strength. 

BHI is the first regionally focused innovation intermediary cre- 
ated to connect the university and hospital biohealth research 
strengths of Baltimore with the bioscience industry and federal lab- 
oratory strengths of Montgomery County. It has entered into a 
Partnership Intermediary Agreement with the National Institutes 
of Health’s Office of Technology Transfer and has created the first 
private-sector funded Entrepreneur in Residence program to iden- 
tify commercializable science in the 27 institutes of NIH. This pro- 
gram will create new project-based companies and high-paying life 
science jobs. BHI believes this EIR program is applicable to many 
federal agencies that have technology transfer offices and support 
SBIR programs. 

BHI has designed a potential national pilot, the Health-Regional 
Innovation Cluster, H-RIC, model, which will incorporate the best 
innovation-based economic development practices in the United 
States and integrate them into one region in Central Maryland. 
BHI is currently seeking federal financial support from several rel- 
evant federal agency partners to accelerate the creation and imple- 
mentation of this innovative biohealth H-RIC model. 

Over the past 35 years, I have developed and led innovation- 
based technology organizations in Kansas, Pennsylvania, and cur- 
rently in Maryland. I also worked as consultant in many States 
and countries to help them with their programs. For example, 
Iowa’s Innovation Council was the recipient of the Economic Devel- 
opment Agency, EDA’s, 2011 i6 Proof of Concept Challenge Grant, 
and Innovation Philadelphia was the recipient of multiple grant 
awards by EDA’s Public Works Grant program. These grants en- 
abled the innovation-based strategies to be successfully developed 
and implemented within these States and regions. 

I have also partnered and served as a member of the United 
States Innovation Partnership, which was formed by the Tech- 
nology Administration of the U.S. Department of Commerce under 
the Clinton Administration. 

The America Competes Reauthorization Act of 2010 established 
the Office of Innovation and Entrepreneurship with its National 
Advisory Committee on Innovation and Entrepreneurship, and this 
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was created to serve as the central location and focal point for 
these activities to foster interagency cooperation. I believe this 
should remain a priority for the U.S. Government, but it needs to 
have higher Administration and congressional visibility and em- 
powerment to lead the innovation strategy for the Federal Govern- 
ment and America. 

The Department of Commerce and EDA should still continue to 
lead this initiative, but it needs a senior official who is empowered, 
fully budgeted and staffed office with clear responsibilities, and 
measurable outcomes. An earlier version of this office was created 
as the Technology Administration Office within the Department of 
Commerce under the Clinton Administration and had Undersecre- 
tary Dr. Mary Good leading the office. It was the closest we came 
to having an empowered technology and innovation coordinating 
body for the Federal Government. 

Today’s theme, “Examining the Effect of Federal Policies on 
Competition, Innovation, and Job Growth,” needs to commence at 
the regional level where job creation occurs. It needs to link the 
economically distressed regions together with stronger regions to 
develop the much-needed jobs from the laboratories to the market, 
similar to the i6 program that EDA had created. EDA and the De- 
partment of Commerce need additional flexibility in their program 
design and implementation, as every region in the United States 
has their unique assets, strengths and needs. 

There are several positive programs that affect the federal poli- 
cies on competition, innovation, and job growth. The following are 
examples that have helped mitigate the risk of those companies 
facing the valley of death in commercialization or capital. 

Number one, I applaud the SBIR reauthorization, but there is a 
need for a Phase III commercialization award category, especially 
in high-capital industries such as biotechnology and energy that re- 
quire extensive R&D investment. 

Second, the National Institutes of Standards, NIST, Technology 
Innovation Program, TIP, was effective and was not corporate wel- 
fare as perceived, since it brought together large and small compa- 
nies and universities to tackle high-risk mission-critical technology 
innovation projects that no other federal program addressed. TIP 
needs to be reinstated because it fills a critical gap in the innova- 
tion funding continuum. 

Continued support and growth of the Manufacturing Extension 
Partnership, MEP, is an excellent example of how the Federal Gov- 
ernment, States and the private sector can all work together to 
tackle major challenges in our economy, especially in manufac- 
turing. 

We need to create an early-stage seed jobs fund — of — funds to ad- 
dress the innovation capital valley of death that would complement 
the expanded Small Business Investment Company, SBIC, program 
that has really taken off this year. 

A national angel capital credit program to stimulate private 
early-stage investment in high-risk, early-stage ventures funded by 
private individuals is also something that America needs to create. 
Thirty States have programs with angel capital tax credit programs 
today. 
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I agree with the permanent reauthorization of R&D tax credit, 
and we should also add a transferability component to the R&D tax 
credit. 

Lastly, we need an expansion of the Treasury program. New 
Markets Tax Credit, for venture capital investment, especially in 
early-stage companies and an expansion of the new State Small 
Business Credit Initiative, SSBCI, that would increase the percent- 
age of allocation to seed and early-stage venture capital. 

Thank you much for the ability to make this testimony, and we 
will stand for questions now. Thank you. 

[The prepared statement of Mr. Bendis follows:] 
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Subcommittee on Technology and Innovation 
Entitled 

“Fostering the US. Competitive Edge: Examining the Effect of Federal Policies on 
Competition, Innovation, and Job Growth.” 


Presented by: 
Richard A. Bendis 


President and CEO BioHealth Innovation Inc. 
Founder of Innovation America 
Publisher of InnovationDaily 


Chairman Quayle and Ranking Member Edwards, thank you for the opportunity to 
testily before the House Science, Space and Technology Committee's Subcommittee 
on Technology and Innovation on the important topic of "Fostering the U.S. 
Competitive Edge: Examining the Effect of Federal Policies on Competition, Innovation, 
and Job Growth.” 

My name is Richard Bendis and I am the President and CEO of BioHealth Innovation 
Inc., (BHI). BHl is a private-public partnership that is predominantly funded by the 
private sector to foster biohealth innovation-based economic development, which 
is a unique cluster-based model for regional economic development. This initiative 
could be used as a model program regardless of industry or cluster strength. 

BHl is the first regionally focused innovation intermediary created to connect the 
university and hospital biohealth research strengths of Baltimore with the 
bioscience industry and federal laboratory strengths of Montgomery County. It has 
entered into a Partnership Intermediary Agreement with the National Institutes of 
Health’s Office of Technology Transfer and has created the first private-sector 
funded Entrepreneur in Residence (EIR) program to identify commercializable 
science in the 27 institutes of NIH. This program will create new project-based 
companies and high-paying life science jobs. BHl believes this EIR program is 
applicable to many federal agencies that have technology transfer offices and 
support SBIR programs. 

BHI has designed a potential national pilot, the Health-Regional Innovation 
Cluster (H-RIC) model, which will incorporate the best innovation-based economic 
development practices in the United States and integrate them into one region in 
Central Maryland. BHl is currently seeking federal financial support from several 
relevant federal agency partners to accelerate the creation and implemention of this 
innovative biohealth H-RlC model. 


Testimony of Richard A. Bendis Subcommittee on Technology and Innovation 03/27/2012 


2 



68 


As the founder of Innovation America, 1 publish innovationDAILY, a daily electronic 
newsletter on the pulse of global innovation, entrepreneurship, angel/seed and 
venture capital and innovation-based economic development InnovationDAILY has 
over 1,000,000 unique visitors in over 185 countries. 

Over the past 35 years I have developed and led innovation and technology-based 
economic development organizations in Kansas, Pennsylvania, and currently in 
Maryland. I have also performed successful consulting engagements including a 
recent engagement with the state of Iowa's Innovation Council and with over 30 
cities, regions, states, and countries. These projects advanced innovation-based 
polices and programs to grow the economies of their respective locations. The 
projects identified the assets of each geographical region, the leadership of the 
stakeholder organizations and developed implementation strategies. 

For example, the Iowa Innovation Council, which was a recipient of the Economic 
Development Agency (EDA)’s 2011 16 Proof of Concept Challenge Grant and 
Innovation Philadelphia was the recipient of multiple grant awards by EDA's Public 
Works Grant program. The funding was provided by EDA on both of these 
engagements, which enabled the innovation-based strategies to be successfully 
developed and implemented. 

As a founding board member of both the State Science Technology Institute and the 
National Association of Seed and Venture Funds, 1 understand the organizational 
needs of seed and early-stage venture capital that is deployed to emerging 
technology companies. I also have had the opportunity to serve as a member of the 
United States Innovation Partnership, which was formed by the Technology 
Administration of the U. S. Department of Commerce under the Clinton 
Administration. 

Competing globally today, the United States needs to develop a national innovation 
strategy that leverages federal assets and programs with regional academic, 
industry and non-governmental organizations. More importantly, the strategy 
needs an implementation plan and leadership group to make certain America 
regains its innovation leadership and strengthens its position for the future. The 
America Competes Reauthorization Act of 2010 established the Office of Innovation 
and Entrepreneurship with its National Advisory Committee on Innovation and 
Entrepreneurship, which was created to serve as the central location and focal point 
for these activities and to foster interagency cooperation. I believe this should 
remain a priority for the U.S. Government, but it needs to have higher 
Administration and Congressional visibility and empowerment to lead the 
innovation strategy for the federal government. 

The Department of Commerce and EDA should still continue to lead this initiative. 
But it needs a senior official in an empowered, fully budgeted and staffed office with 
clear responsibilities and measurable outcomes. An earlier version of this office was 
created as the Technology Administration Office within the Department of 
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Commerce under the Clinton Administration and had Undersecretary, Dr. Mary 
Good, leading the office. It was the closest we came to having an empowered 
technology and innovation coordinating body for the federal government. The 
recent Jobs Act provides more instruments like Crowdfunding, which was strongly 
supported by most innovation-based entrepreneurial organizations. The passing of 
the Act will enable more small companies to develop the capital they need to grow. 


Today’s theme, “Examining the Effect of Federal Policies on Competition, Innovation, 
and Job Growth." needs to commence at the regional level where job creation occurs. 
The regional strategy needs support from state-based funding programs and federal 
programs to leverage private-sector resources and knowledge. These functions 
support the commercialization of the intellectual properties being developed by 
university and federal research institutions, entrepreneurs and incubators. The U.S. 
DOC/EDA needs increased appropriations to support and stimulate regional 
innovation strategies. It needs to link the economically distressed regions together 
with the stronger regions to develop the much-needed jobs from the laboratories to 
the market. They also need additional flexibility in program design and 
implementation as every region in the U.S. has their unique assets, strengths and 
needs. 

BHI has developed a vision for a national pilot, the Health -Regional Innovation 
Cluster. President Obama's Memorandum, “Accelerating Technology Transfer and 
Commercialization of Federal Research in Support of High-Growth Businesses" 
directed federal agencies to develop plans that establish performance goals to 
increase the number and pace of effective technology transfer and 
commercialization activities in partnership with private firms, research 
organizations and nonprofit entities. BHI is an organization that will fulfill and 
manage this directive as a regional pilot program with the ability to replicate the 
biohealth innovation intermediary model nationally. 

There are several positive programs that affect the Federal Policies on Competition, 
Innovation, and Job Growth." The following are examples that have helped mitigate 
the risk of those companies facing the Valley of Death in Commercialization or 
Capital: 

1. SBIR reauthorization - There is a need for a Phase 111 commercialization 
award category, especially in high capital industries such as biotechnology 
and energy that require extensive R&D investment to be successfully 
commercialized. The U.S. SBIR program is the best in the world that many 
replicate and we need to continue to maintain it to keep our competitive 
advantage in innovation. . 

2. The National Institutes of Standards and Technology's (NIST) Technology 
Innovation Program (TIP) program was effective and was not corporate 
welfare as perceived, since it brought together large and small companies 
and universities to tackle high-risk, mission-critical technology innovation 
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projects that no other federal program addressed. TIP needs to be reinstated 
because it fills a critical gap in the innovation funding continuum. 

3. Continued support and growth of the Manufacturing Extension Partnership 
Program (MEP), which is an excellent example of how the federal 
government, states and the private sector can all work together to tackle 
major challenges to our economy. 

4. An early-stage seed jobs “fund of funds” to address the innovation capital 
valley of death and would complement the expanded Small Business 
Investment Company (SBIC) program. 

5. A national angel capital tax credit program to stimulate private early stage 
investment in high risk, early stage ventures. 

6. Permanent reauthorization of R&D tax credit and adding a transferability 
component. 

7. Expansion of the New Markets Tax Credit program for venture capital 
investment. 

8. Expansion of the State Small Business Credit Initiative that would increase 
the percentage of allocation to seed and early-stage venture capital. 

In summary, we need to identify innovation ecosystem gaps where the federal 
government can play a role and design private-public partnership programs to 
leverage industry and the private sector resources. The Department of Commerce 
(DOC), NIST and EDA are effective agencies that need additional resources to fill the 
gaps in the innovation program portfolio to create and support an integrated 
national innovation strategy that engages all stakeholders. 

America has the assets, leadership and innovation capability to develop a long-term 
strategic innovation plan that leverages all stakeholder resources, encourages 
collaboration, reduces redundancy and restructures our federal programs to 
maximize return on investment. We simply cannot afford the alternative. 

Thank you. 


Testimony of Richard A. Bendis Subcommittee on Technology and Innovation 03/27/2012 


5 



71 


Chairman QuAYLE. Thank you, Mr. Bendis, and I would like to 
thank all of our witnesses for their testimony today. 

Reminding Members, the Committee rules limit questioning to 
five minutes. The Chair at this point will open the round of ques- 
tions, and I will recognize myself for five minutes. 

Mr. Truitt, within your testimony you stated that there is abso- 
lutely no doubt that tax policy, both the burden and the uncer- 
tainty, impacts competitiveness. This includes uncertainty with the 
R&D tax credit as well as tax rate increases. In fact, there are over 
about 200 federal tax provisions that are scheduled to expire be- 
tween 2010 and 2020. These policies really affect the ability for 
businesses to grow with research projects that are budgeted and 
planned for a three- to five-year basis. How does uncertainty really 
reduce the ability to map out a business plan for future innovation 
and investment? 

Mr. Truitt. I am not really a tax expert, but what I can tell you 
is that we always have to look at what resources we have available, 
both in people and in money, when we look at how our map goes 
forward and how we produce or develop new products. When we do 
that, you know, a new product that may have some real research 
to it, instead of just development to it, where we have to go in and 
take some real risk to it, we may not be able to take that risk if 
we don’t have this R&D tax credit to go along with it. 

Chairman QuAYLE. Okay. Thank you. And Mr. Brandt, kind of 
along those same lines, there has been a lot of talk about simpli- 
fying the tax code, especially on the corporate side, reducing the 
number of deductions and tax credit within the system to get a 
lower rate. Would you be willing to give up something like the 
R&D tax credit for a lower rate at the corporate level? 

Mr. Brandt. Well, speaking for myself and as a financial officer, 
certainly the cost of compliance with the complex code helps to off- 
set the benefits of something like the R&D credit. The R&D credit 
is somewhat focused insofar as being an incentive for technology 
innovative companies to have a little bit more resources than they 
otherwise would to reinvest in development activities they wouldn’t 
otherwise have the funds for. 

So I happen to be a big advocate for greater simplicity, speaking 
as a guy who has to ensure those forms get completed accurately 
and has to sign them. 

Chairman QuAYLE. Yes, we want to make your job easier. But 
true to course, I think there is, you know, broad agreement on both 
sides of the aisle on the importance of government-supported basic 
research. However, I do get concerned about excessive technology 
transfer funding by the Federal Government that can lend itself to 
picking winners and losers. 

What do you view, Mr. Brandt, as the appropriate use of federal 
funding versus industry funding in tech transfer programs? 

Mr. Brandt. My observation is they are symbiotic. My company 
in part owes its legacy to DARPA and the investments that went 
into enabling the Internet and the connectivity that has then in 
turn led to the wireless industry and the broadband technology 
that benefits society in a lot of ways. So I like to think it is not 
an “or” but an “and,” and I am sure there is lots of judgment as 
to where the balance is. But I see benefits from both. 
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Chairman QuAYLE. Dr. Cohen, do you have any thoughts on 
where it lies within tech transfer, whether on the federal involve- 
ment versus the private sector involvement? 

Dr. Cohen. It is a combination, as I think we are hearing from 
the other witnesses. Clearly, I believe most of the drive, the inno- 
vation, and the funding has to come from the private sector, but 
there is a time when having a kick start or a balance provided from 
government funding can be very helpful. In the case of my com- 
pany, which I started out of my bedroom, you know it is now val- 
ued at $1 billion and, as I said, employs over 330 people and gives 
additional help to thousands of other people that we interact with 
in terms of their jobs and employment. 

But in the early days, it was very difficult to raise funding. It 
always is in an early startup. And we managed to get some SBIR 
grants. Back then there was the ATP or the Advanced Technology 
Program grants. We got a $2 million grant, which was a competi- 
tive grant that was adjudicated by a panel of experts based on the 
information we provided. That actually we were able to translate 
into enormous progress that then enabled us to raise a $20 million 
private venture capital round. 

So there really is a place where, especially in the R&D phase, 
when it is so difficult to kick start things that ultimately may be- 
come real contributors to the economy, real contributors to our 
health and so on. There is a place where the right sort of incentives 
can be the difference between life and death for these companies. 

Chairman QuAYLE. Great. Thank you very much. I now recognize 
Ms. Edwards for five minutes. 

Ms. Edwards. Thank you, gentlemen, for your testimony. I want 
to stay focused on that because although I have, you know, an in- 
terest in a lot of our tax policy, too, I have my own R&D tax credit 
bill, this Committee has really limited jurisdiction. So I want to 
focus on the things that we on our Committee could potentially do 
something about because otherwise, it is just kind of an abstract 
conversation. 

So, Mr. Bendis, in your testimony, you talked about the Tech- 
nology Innovation Program, and what I would like you to focus on 
are some of the gaps that you mentioned where, you know, TIP fills 
important and critical gaps, but now, because of congressional ac- 
tion, we really don’t have the benefit of that. And also if you could 
give me an idea about your perceptions of the predecessor program, 
the ATP, program as well. 

Mr. Bendis. Yes, Congresswoman Edwards, I believe the U.S. 
Government and Congress could take a look at a gap analysis, and 
to be honest with you, the gaps are wider and deeper than they 
have ever been in the private sector because venture capitalists are 
moving upstream and funding less early-stage capital. 

So I don’t believe the Eederal Government should fund by itself 
every different segment and stage of the life cycle within a com- 
pany, but there are appropriate roles that the Eederal Government 
can play. I will start at the beginning of the portfolio. 

The SBIR program is the best program in the world for doing 
early-stage funding. Many countries have copied what we do in the 
United States, and I couldn’t believe that we had to go through so 
many reauthorization challenges here to get it reauthorized. It is 
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something that also should become permanent in this government 
because it is the best early-stage investment program that America 
has, and we should not have to go through the reauthorization 
process, even after six years. 

As I mentioned in my testimony, where we have a tremendous 
gap in the innovation capital area right now is in commercializa- 
tion, and basically bridging the gap from proof of concept to what 
I classify as proof of commercial relevance is where Phase III would 
empower people to get their technologies, to get it market and com- 
mercial ready. 

On the TIP program, it was designed to deal with mission-crit- 
ical, federal agency, mission-critical, and Federal Government and 
America mission-critical technologies in areas that needed to be fo- 
cused on to enhance the quality of life, our infrastructure and de- 
fense of the United States. Since that program has been discon- 
tinued, there basically isn’t a program to replace it with federal 
funding, and companies generally don’t have the capital to take on 
this high-risk research themselves. 

The difference in the ATP program and TIP program was ATP 
tended to be more focused on large companies, but the TIP pro- 
gram organized itself to focus on partnerships with small business, 
academic institutions and large business but was predominantly 
small-business oriented, where basically that research should 
begin. 

Ms. Edwards. Thank you, Mr. Bendis. And let me just interrupt 
you because I think it is important for us, and I want to hear from 
each of you just very briefly. Is there universal agreement across 
this panel about the benefit of the SBIR program? Mr. Truitt? 

Mr. Truitt. You know, there was for us, you know. We have 
gone to a point now where it is beyond what Ludlum works with, 
but I could see where in the future that start-up companies need 
something like that. 

Ms. Edwards. But when you started up, you, your company, as 
I understand it, has had the benefit of SBIR. Am I correct? So it 
was important for beginning, even though for companies that are 
well down the line, it may not be as valuable as those start-ups, 
is that right? 

Mr. Truitt. Yes, that is true. And when we started up, we did 
have the benefit of, you know, the SBIR, and the local bankers and 
things that were — again, back then, you know, handshakes meant 
something. And that is really how a lot of the business was done. 

Ms. Edwards. Mr. Brandt. 

Mr. Brandt. And I can report that our company benefited from 
the 8(a) program early in its life, and at the time we did our IPO, 
the pure venture money was supplemented and enhanced by an 
SBIC. So those were key milestones in the development of our 
1,500 person company. 

Ms. Edwards. Thanks, and I appreciate that because I think 
sometimes we get confused. I mean, there is an important role, es- 
pecially in a start-up for several different programs, whether it is 
through SBA, SBIR, you know, these things that really can sort of 
jump start without choosing winners and losers. That is not what 
this is about, but it is saying, you know, there are some ideas out 
there that have to be seeded. The Eederal Government can provide 
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some of that seed, and then you all go off and let your thousand 
flowers bloom without us choosing which one of them are the ones 
that should be picked. And with that, I think I will yield. 

Mrs. Biggert [presiding]. Thank you, and I would now yield my- 
self for five minutes. Mr. Brandt, thank you so much for what you 
do for TechAmerica. I think that is so, so important to our country. 
You know, we have heard a lot from companies about the time and 
resources required to comply with the regulations. In fact, some of 
them say that the only job they have been able to hire for has been 
compliance officers. So I think that that shows that there is a prob- 
lem here. 

Can you give us a sense of cost and time required by your com- 
pany to achieve regulatory compliance? 

Mr. Brandt. Well, what is closest to my desk is Securities and 
Exchange Commission requirements for being a public company, 
and the cost and time certainly went up a notch as the Sarbanes- 
Oxley 404 rules kicked in, and we have been obliged to invest for 
internal control, monitoring and reporting, at a much higher cost 
than prevailed before that rule came into effect. 

Mrs. Biggert. Does it really affect your business and investment 
decisions? 

Mr. Brandt. Well, it diminishes the capital that is available to 
invest elsewhere. So to the extent I have an internal audit depart- 
ment now and I have staff that are virtually full time committed 
to ensuring that we have records of having checked ourselves mul- 
tiple times during the year for compliance with our own policies. 
Those are dollars that are not available for us to hire engineers to 
enhance our products and be more competitive. 

Mrs. Biggert. The SEC I think has at least 450 regulations that 
they are working on or have already brought forward. Are a lot of 
these the ones that you are working on? 

Mr. Brandt. Well, between the outside auditors and the attor- 
neys who are, on the average, $300 to $500 an hour, they monitor 
all those rules on behalf of my office and the company, and I am 
sure they all factor into those bills. 

Mrs. Biggert. Thank you. Then, Mr. Truitt, you testified that 
trade policies affect the cost of doing business for companies in the 
global markets, and you cite policies and partnerships critical to 
the U.S. competitiveness and economic growth. How can the United 
States best promote exports through trade agreements, and can 
you give us a sense of how access to new markets enable small- 
and medium-sized enterprises to create jobs and grow their busi- 
nesses? 

Mr. Truitt. Yes, trade agreements do play a big part in what we 
can do. The recent trade agreements with South Korea, which has 
a big nuclear industry, and in fact, they are building nuclear power 
plants for other countries now, has made it so that we are more 
competitive with local companies because there are local companies 
within South Korea that compete with us. So it makes it so we are 
on a more level playing platform. More trade agreements like this, 
because most countries around the world have more than what the 
United States do, would certainly make us more competitive in 
more countries. 
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Mrs. Biggert. It seems like those trade agreements that we have 
just had with South Korea and Panama and Colombia really took 
a long time to get out. 

Does anyone else have anything they would like to add to that 
question? Anybody else deal with trade? Okay. 

Let me go back to research and development. It seems like re- 
search and development is so important that we have the Office of 
Science for the Department of Energy and Department of Defense 
does a lot of this. But you talked about the valley of death that so 
many companies reach. And I have had a couple of companies that 
have come to me and, you know, they have a product, it works but 
they can’t get to that part where they can really, you know, open 
up a big shop. What do we do with them? There is one right now 
that really is an important issue that could really solve some of the 
problems that we are having with gasoline and diesel. Anybody 
have any ideas? Mr. Bendis. 

Mr. Bendis. Yes, ma’am. Basically, every company shouldn’t cre- 
ate a big shop. What we need to determine whether or not is 
whether they have something that is commercially relevant, that 
somebody wants to buy and that there is a scalable market to be 
able to create a real business around it. So what we can do to them 
is to mentor them, provide advice to them initially, not give them 
money, but I think they need knowledge more than they do money 
sometimes to determine whether or not the market really needs 
their technology. 

And the other thing is there are a lot of State resources that 
exist in each of the individual States, and that means that if, for 
example, in Maryland you have TEDCO, which is a tech-based eco- 
nomic development organization, that can provide some support to 
them. Some of the tech transfer offices can also provide some sup- 
port to them. 

So at the end of the day, I think providing good mentoring 
knowledge and access to resources might be one of the best things 
that could be done for these companies and entrepreneurs. 

Mrs. Biggert. Thank you very much. Dr. Cohen. 

Dr. Cohen. Yes, speaking for the biotechnology industry, one of 
the key issues in allowing that sort of growth and transition for us 
is now the regulatory pathway, and we are one of the most regu- 
lated industries in the world, and rightly so. People need to be as- 
sured that we have safe and effective medicines, and that is what 
the FDA tries to do. 

But the reality is over the last decade or so, the pathway has be- 
come so burdensome that the timelines have been increasing, and 
companies are finding it harder and harder to get their products 
to market, even with drugs that work and can confer benefits. So, 
for example, in 2001, drugs that got approved on average had 
taken about 12.4 years or so to get through the development proc- 
ess. Now it is about 14.8 years. So in just 10 years, we have in- 
creased the burden by over two years, and that seems to be con- 
tinuing. 

So things that can be done, for example, what I suggested in my 
testimony are approval of bills like the FAST bill where we can get 
pathways adopted by the FDA and expand them to many diseases 
that are serious, that require answers. Right now those pathways 
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are being applied reasonably well in HIV and cancers. But for 
other diseases that are equally serious or sometimes more so, they 
are not being applied. And that is a critical thing that could help 
the biotech industry because investors have recognized this, and 61 
percent of venture capitalists in a poll last year cited the regulatory 
uncertainties as the reason that they are reducing their investment 
in the biotechnology industry. 

Mrs. Biggert. Thank you very much, and I have gone over my 
time, but now I recognize the gentlelady from Oregon, Ms. 
Bonamici. 

Ms. Bonamici. Thank you very much. Madam Chair. Dr. Cohen, 
you just anticipated and answered my question. But I wanted to 
follow up a little bit about it because you talked about this FDA 
approval process in your testimony, and it is something that I have 
heard about from constituents, both relating to drugs and devices, 
and you did mention that one of the reasons why there is reduced 
investment in medical science sectors is because of this regulatory 
challenge. I think we can all agree that we need to have a process 
to assure that the drugs and the products are safe. 

So can you expand a little bit about the FAST bill, and I know 
there is already the accelerated approval. What else can be done 
so that we can assure safety but speed up the approval process? 

Dr. Cohen. So thank you for the opportunity to respond to that. 
There are a number of things that can be done to respond to that 
particular issue, and in my view it is the leading issue for the 
biotech industry in terms of what could be done to foster the indus- 
try and make sure that it is healthy and growing and helping all 
of us. 

BIO has put forth a series of suggestions, so for example, in the 
FDA’s mission statement, right now it does not include a commit- 
ment to foster biomedical innovation. We think it should, because 
out of that will flow a decision-making process that will take into 
account that, for example, there is a cost not only to putting a po- 
tentially unsafe drug on the market, but there are many costs to 
not putting a potentially effective drug on the market in a timely 
way. And too often in that equation, that part of it is not given due 
weight. 

So what is the cost to patients who need a drug now of not get- 
ting it to them now, versus the cost, of course, you don’t want to 
get an unsafe drug out there. 

But the balance is in my view skewed on one side, and it needs 
to have that other balance, on behalf of the patients who need the 
drugs. The patients’ voices themselves are too often not included in 
the process. There ought to be more ways for patient groups to 
make their voices heard in terms of what do they consider a benefit 
to them, and what do they consider a risk that they are willing to 
assume. That voice is too often missing from the equation. 

So there are many different things. There are others — in my 
written testimony I think we have a longer series of proposals — but 
a very good start is embodied in the FAST Act. It includes some 
of what I have just talked about, but in particular this issue of ac- 
celerated approval, which is an existing pathway. 

Ms. Bonamici. Right. 
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Dr. Cohen. The FDA already recognizes it, but it is not suffi- 
ciently broad in its application. There is not sufficient transparency 
to companies like mine where we can have a dialogue with FDA 
and say, well, do we potentially qualify for this pathway? And over 
all, there needs to be more transparency and communication be- 
tween drug sponsors, like my company, and the FDA. And one of 
the encouraging signs in the PDUFA legislation that is up for reau- 
thorization is FDA did agree to an ombudsman that would now 
help facilitate basic communications back and forth, where now if 
my group has a simple question that could be answered theoreti- 
cally in a day or two, it could take a few months before we get our 
answer. And during those few months, we are paralyzed. We can 
no longer continue with our development program. 

So these are the sorts of things that I would be very happy if 
Congress would continue to focus on to help the FDA accomplish 
the mission that they want to accomplish which will help all of us. 

Ms. Bonamici. Terrific. Thank you very much. Mr. Truitt and 
Mr. Brandt, thank you for your testimony as well. I know you both 
mentioned the difficulty of finding highly skilled, qualified workers. 
And I suspect as we move toward more advanced manufacturing, 
that difficulty is going to grow. And Mr. Truitt, I understand you 
are here on behalf of the Chamber, and I want to applaud you for 
talking about the need for high-skilled immigration reform and 
how it needs to be coupled with education reform. I think I couldn’t 
agree with you more on that. 

But putting aside the immigration issue, what else can we do as 
government policymakers to improve the training of our domestic 
workforce to meet these growing advanced manufacturing needs? 

Mr. Bendis. I believe that continued support for STEM is ex- 
tremely important and also looking for advanced workers. All of 
them don’t need to have graduate degrees. I think the community 
colleges in America play a tremendous role in providing skilled 
workers, and I think they can actually help support the need for 
skilled workers as our advanced manufacturing needs occur be- 
cause everybody doesn’t need to be a Ph.D. or scientist. But I think 
also some of the major professional societies in America and asso- 
ciations need to work on this problem because it is not just a con- 
gressional or a federal problem. I think it is an industry problem 
which a lot of them are trying to address as well as to how do we 
increase the quality of our workforce in America to be able to com- 
pete on a global basis. 

Ms. Bonamici. Thank you very much, and I believe my time is 
expired. Thank you. 

Mrs. Biggert. Thank you. The gentleman from Illinois, Mr. Li- 
pinski, is recognized for five minutes. 

Mr. Lipinski. Thank you. Madam Chairwoman. I have a couple 
questions here. First I want to thank everyone for their testimony 
here. Clearly we are all interested in what we can do to foster the 
competitive edge that our country has as our economy continues to 
struggle and people are asking the question. I keep saying this, al- 
though I don’t think people want to voice it. Americans are saying 
where are our jobs going to come from, and I think certainly inno- 
vation is what we need to look to. On this Committee, one thing 
I want to especially focus on, and we have been focusing on, is 
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ways of leveraging the Federal Government’s investment in basic 
research to spur the creation of new jobs. 

If you are looking at this from an SBIR perspective, you could 
consider it to be Phase 0. We are talking about we have all these 
researchers in our universities, our national labs, who are doing all 
this great research, but they don’t know how to start the process 
even trying to develop a product from that research that can create 
a new company, new jobs. 

Now, a couple of things we have done, the National Science 
Foundation has started a program called the Innovation Corps, or 
I-Corps, where research grant recipients can take what amounts to 
an entrepreneur course for scientists. In part, the corps teaches 
academic researchers how to develop a business model, solicit cus- 
tomer feedback and revise their products over and over to meet 
customer demands. This is based on decades of experience by en- 
trepreneurs and venture capitalists in Silicon Valley. NSF has gone 
through one round of this so far and is about to do a couple more 
rounds of this. So it is open to anyone who has received an NSF 
grant. 

On the SBIR side, I was able to get language into the reauthor- 
ization bill that redirects $10 million of NIH’s STTR funds for 
grants to universities and other research institutions to support 
proof of concept capabilities for researchers, that is, programs that 
help researchers that are attempting to found companies assess the 
marketability of the innovation and give them the tools they need 
to succeed in business. This is based on programs such as the one 
at University of Virginia, which has generated a five-to-one overall 
return on investment and new follow-on funding and a 42-to-l ROI 
for the top 10 percent of portfolio projects at UVA. 

So we have these two programs. I wanted to ask, first start with 
Mr. Bendis and then if anyone else has any comments, on I-Corps, 
on essentially Phase 0, SBIR over at NIH. Are these good pro- 
grams? Is there anything else you would recommend for this space, 
for what we can do to better get the great research being done into 
new products, new jobs? 

Mr. Bendis. The answer, both of them are good products. Con- 
gressman Lipinski. The I-Corps I think is an innovative way that 
we can look at identifying some potential scientists that have ideas 
that may be commercializable but we can get in the marketplace 
and find a way to give them some training. 

Phase 0 is an extremely important part of the overall SBIR port- 
folio of programs, and it is a good jumpstart program to look at 
true proof of concept. But if we look at ways that we want to im- 
prove these programs, or look at other programs to strengthen it, 
and I think prior to your coming in, we talked about the Phase III 
commercialization program for SBIR, of which we are strong pro- 
ponents and believe there is a tremendous gap that needs to be ad- 
dressed there. 

Second, the tech transfer offices in the federal labs generally are 
reactive, not proactive. That means that they basically do labora- 
tory push with trying to push technology into the marketplace and 
rather than a market pull. What we have created is a very innova- 
tive program called an Entrepreneur in Residence program where 
we are placing a serial entrepreneur within the Office of Tech- 
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nology Transfer at NIH to be able to determine what industry’s 
needs are and the market needs are today, rather than just identi- 
fying what good science is. We need to work hand in hand with 
these tech transfer offices from a market perspective, rather than 
just purely from a science and a laboratory perspective. And I 
think that is a tremendous program. 

Another program that is innovative in Maryland is called Inno- 
vate, and it is a program between the University of Maryland-Bal- 
timore and Johns Hopkins where they take post-docs that have 
ideas, that have potential commercialization, and they work with 
them on a 12-month basis and educate them, basically, to deter- 
mine whether or not they should be entrepreneurs, whether or not 
they have the capability to be an entrepreneur, or whether or not 
the idea is marketable. If they are not qualified at the end of that 
period, and say we don’t want any part of entrepreneurship but the 
technology is good, it helps match up the technologies with poten- 
tial entrepreneurs who can take it further. 

But everybody that is a scientist should not be a potential entre- 
preneur or develop a product. And we need to have balance in our 
research to where we have the advancement of knowledge, which 
is extremely important, to our congressional and the federal mis- 
sion, but at the same time identify the low-hanging fruit where 
there is significant commercial potential and match them up with 
the resources, knowledge, and the potential capital that is nec- 
essary. And there are some good programs within the Federal Gov- 
ernment to support that. 

Mr. Lipinski. Thank you, Mr. Bendis, for bringing those forward. 
Mr. Brandt. 

Mr. Brandt. If I may, I would submit that in recent years it is 
not only at the gestation stage but at the adolescent and matura- 
tion stage where we have seen a big change in the reduction and 
venture-backed initiatives that make their way through to the 
stage of going public. And in order for the venture community to 
be as effective as it once was in filtering through the ideas and 
commercial opportunities that began in the incubators or in aca- 
demia, they need to know where there is an exit. And today they 
can sell to a bigger company which ordinarily means the departure 
of the entrepreneur. They don’t have an exit, and that has sharply 
reduced, it appears, their number of investments that are nur- 
turing and bringing companies up to a larger stage where they are 
employing and growing more people. But the high cost of being a 
public company and other obstacles to going public have very, very 
sharply reduced the number of IPOs and consequently the middle- 
stage companies that prevailed a few years ago. 

Mr. Lipinski. Thank you. I yield back. 

Mrs. Biggert. The gentleman yields back. The gentleman from 
California, Mr. Rohrabacher, is recognized for five minutes. 

Mr. Rohrabacher. Thank you very much, and thank you very 
much to our very knowledgeable panel. Before I ask you some ques- 
tions, let me predicate this on the fact that all of us on this side 
of the room are faced with a huge challenge, and that challenge is 
for the last three years our country has spent $5 trillion more than 
we have taken in and that if we do not stop that, if we do not have 
some way to pull that back so we are no longer going into debt at 
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such a high rate, our economy will collapse, the currency will col- 
lapse, the system will collapse. So I am predicating my comments 
on that before we get into the questions. 

Now, with that understanding, how we are going to get out of 
that depends on about what you are talking about. We have got to 
make sure that we develop the technology that we are capable of 
in this country, not only just develop it but put it in place and see 
that it is working, commercialize it so that it is developing, it is 
permitting us to do the things we need to in a cheaper and better 
and faster way that only new technology will permit us. In other 
words, $5 trillion in debt, we have got to produce the equivalent 
of $5 trillion worth of labor or focus and activity or wealth in our 
society. 

With that said, there are several different approaches. Some of 
the approaches we have heard today, like we just heard a litany 
of, are focused on very specific — say we have got to pick the low- 
hanging fruit, got to find those technologies that have the best 
chance of making it and making a contribution. Unfortunately, we 
have a focused approach, and you are relying on the bureaucracy 
or on government to do this, to select who is the low-hanging fruit. 
What happens is you end up with cronyism, and in the midst of 
that $5 trillion debt, a close examination of that will show that a 
substantial amount of money, hundreds of billions of dollars, are 
ending up in the pockets of cronies. Decisions that were made, “Oh, 
yes, you have got a good project because you are my buddy.” And 
we end up building factories in Finland, for example, with the 
stimulus package, or we end up just in time giving a solar energy 
company $250 million just before they go out of business. 

So what I would like to look at are the general policies which I 
believe is if you have a general field of policies in place, you look 
at those policies and find out what can make sure that an overall 
environment for the development of new technology is put into 
place, rather than relying on focused programs. 

So I am going to ask you about those general policies. We have 
a general policy that is represented by the FDA. We have a general 
policy that we are going to protect the public from people who are 
offering things that have not been thoroughly examined that might 
be harmful to them. Are we now protecting our people to death? 
Is the FDA — I know three or four examples myself of drugs and 
changes and innovations that the FDA has to approve that they 
have been sitting on because they are a bureaucracy. Do we need 
major FDA reform or some kind of restructuring or at least some 
sort of systematic attempt to make the FDA more efficient? Go 
right ahead. Dr. Cohen. 

Dr. Cohen. Thank you. Congressman. As I indicated earlier, I do 
believe that the system that we have in place now has many vir- 
tues, but it has become overly, if I may use the word, bureaucratic 
and too slow and too complex. And it needs to be streamlined. It 
needs to be put in a position where it can expedite develop- 
ment — 

Mr. Rohrabacher. Well, aren’t we spending billions of dollars 
now that in the end, once something is approved, we figure out 
those billions of dollars were actually not necessary and perhaps 
time that we could be serving people who are suffering with a new 



81 


technology, that now they won’t be able to utilize this new tech- 
nology or a new medicine? As I say, that is a cost. We are talking 
about wasting huge amounts of money. 

Dr. Cohen. You are speaking about the billions of dollars that 
are spent on FDA? 

Mr. Rohrabacher. FDA approval, for example. 

Dr. Cohen. Yeah. It is a question that is beyond my ability to 
answer because I think you are asking a societal question, and at 
the end of the day, society, and in particular the patients who are 
affected and their loved ones, need to come to consensus over time 
over what risk-benefit ratio they are willing to accept. Because, 
clearly, I think we all agree that there needs to be regulation to 
protect the public and ensure that what my industry is putting out 
there is, in fact, at some minimal level of safety and effectiveness 
that we all want and accept. 

Having said that, so I believe we need a strong FDA. I do believe 
we need to invest in the FDA because it helps all of us. It helps 
me to develop the right kind of medicines. 

Mr. Rohrabacher. We need an FDA that functions. We need a 
patent system so that 

Dr. Cohen. Correct. 

Mr. Rohrabacher [continuing]. People who are inventing new 
technologies will be protected and a copyright system and people 
who are coming up with new medicines and new technologies — let 
me ask one question, just informationally here. The President’s 
health care plan, I am not sure about this detail. I heard that there 
was a new tax on health technology in the new bill. Is that right? 
There is not? I am asking you. I am not sure. 

Mr. Bendis. I am not positive of that, but I think there has been 
some confusion related to that issue. 

Mr. Rohrabacher. Yeah, because I saw a list of things that peo- 
ple are saying that would need to be fixed in the bill, and one was 
that we are actually discouraging health care technology because 
we are taxing new health care technology by two percent or some- 
thing. If we are doing that, that is insane because if you have new 
health care technology, you might be saving more than that. 

Thank you. Madam Chairman. 

Mrs. Biggert. Gentleman’s time has expired. I would like to 
thank all the witnesses for their valuable testimony. You have been 
a great panel. And I would like to thank the Members for their 
questions, and the Members of the Subcommittee may have addi- 
tional questions for the witnesses, and we would ask you to re- 
spond in writing. And the record will remain open for two weeks 
for additional comments and statements from Members. 

With that, the witnesses are excused, and thank you all for com- 
ing, and this hearing is now adjourned. 

[Whereupon, at 11:30 a.m., the Subcommittee was adjourned.] 
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Answers to Post-Hearing Questions 

Responses by Mr. Ron Cohen 




QUESTIONS FOR THE RECORD 
THE HONORABLE BEN QUALVE (R-AZ) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

1 . What do you believe is more important for policy makers to focus on — targeted policies 
designed to provide an immediate boost to the economy or economic policies designed to 
create the conditions for long-term growth? 

Both short- and long-term policies are critically important to the success of the biotech industry 
and the health of the United States’ 2f' century innovation economy. For example, the 
Therapeutic Discovery Project (TDP) injected $1 billion of immediate capital into the industry in 
2010, creating American jobs and driving the innovative search for cures and treatments. The 
awards provided critical, timely funding to biotech researchers on the cusp of scientific 
breakthroughs. However, Congress must follow-up on this successful program with long-term 
policies that will provide a more hospitable environment in the U.S. for innovative companies 
that will drive America’s economic growth. 

2. In your testimony, you .state that the FDA needs to be more clear and consistent in its 
application of standards and its communications with drug developers. Can you give us a 
sense of how this lack of clarity and consistency affects your company and others in your 
industry? What do you believe are the long-term effect on innovation in this country from 
lack of clarity and consistency in regulations? 

FDA’s approval processes for new drugs and biologies profoundly impact the discovery and 
development of new treatments for diseases, to a degree that is difficult to overstate. There is no 
question that protecting patients from harm is a critical component of FDA’s mission. But so too 
is enabling the timely development and availability of effective new therapies for patients 
suffering from serious and life-threatening diseases. In a time when the U.S. medical innovation 
ecosystem is facing severe strains and increased global competition, it is imperative that FDA’s 
policies and practices find the right balance between these objectives to ensure we are able to 
deliver the next generation of breakthrough treatments and therapies. 

Too often, development is hampered by inefficient, opaque FDA processes and poor or untimely 
communications, which culmulatively can add years and tens of millions of dollars to 
development costs. My own company experienced these issues first-hand during the 
approximately 1 5 years it took us to develop our MS drug through FDA approval in 2010. To be 
clear, we found FDA’s staff overall to be dedicated professionals who want to do the best job 
po.ssible. But they were often challenged by chronic understaffmg and what appeared to be 
overly bureaucratic process. 

From 1999-2005, the average duration of clinical trials in the U.S. grew by 70%' and, since 
2001, the average time to achieve approval of new drugs has increased from 12.4 to 14.S years? 


' Tufts Center for the Study of Drug Development. 2008. "Growing Protocol Design Complexity Stresses 
Investigators, Volunteers." Impact Report. 10.1 

^ Source: CMR 201 1 Pharmaceutical R&D Fact Book, Thomson Reuters. 
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For patients and their families, such delays are unfair and should not be acceptable. For small 
biotech companies that have become the leading engine for medical breakthroughs, such delays 
are not merely costly but can be— and have been— fatal, as investors are hard pressed to continue 
to fund development programs. 

At the same time, patient groups have comparatively little say in the drug approval process. Yet 
in the end, it is they who must make the ultimate risk-benefit decisions that affect their lives. It 
would be useful if, as part of the approval process, the FDA were required not only to quantify 
the risk of putting a potentially unsafe drug on the market, as it does now, but also to quantify the 
risk of delaying availability of a potentially effective therapy to patients who need it. 

While America has developed more cures and breakthrough medicines than any other country 
and is home to over 2,500 biotech companies, our global competition is increasing at an 
unprecedented rate, as rapidly rising economic powers such as China and India are committing 
billions of dollars to develop their own life sciences industries. Our leadership position will not 
be sustained without a concerted policy focus on supporting and incentivizing the next frontier of 
biomedical discoveries, treatments, and cures. A critical component of these policies needs to be 
a modern FDA and a regulatory environment that is consistent and clear to patients, doctors, and 
industry. 

Although there have recently been a few headlines touting increased investment in the 
biomedical field, these headlines oversimplify the actual state of affairs. The National Venture 
Capital Association (NVCA) recently released their fourth quarter 201 1 numbers for venture 
financing in biotechnology in the U.S. While the numbers showed an overall 18% increase in 
investment from 2010 to 201 1, this is not reflective of the situation that most small, innovative 
biotechnology companies are facing. Investment in biotechnology in 201 1 was 12% lower than 
the peak we saw in 2007. Additionally, first round venture deals in 201 1 fell below 100 for the 
third time in a decade and the total number of venture financing deals is down 8% since 2010. 
Most importantly, especially to small innovative companies, the number of venture-funded early- 
stage companies fell 19%. The number and quantity of investments moving away from early- 
stage innovative projects is a very disturbing trend that has been growing over the past few years, 
and this in large part directly reflects investor avoidance of the increasing risks of the regulatory 
process. In fact the number of first-time fmancingfor life sciences companies is at its lowest level 
since 1996. 

The October 201 1 survey conducted by the NVCA and MedIC showed that 40% of venture 
capitalists expect to decrease investment in biopharma over the next three years, three times as 
many as the number who expect to increase. Indeed, during the past year several long-time 
investment funds announced that they will no longer be investing in the medical science sectors. 
This same survey showed that 61% cited regulatory challenges at the FDA as the main reason 
for reducing investments. 

While it is undeniably important to assure the safety of new drugs coming to market, it is equally 
important to recognize the benefits of new therapies. It is also essential to recognize that the way 
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in which tliese objectives are balanced has enormous implications for our country’s ability to 
maintain leadership in turning science into breakthrough products. We must have an FDA that is 
empowered and enabled to consistently and expeditiously review innovative products; otherwise, 
the risk of investment in medical innovation will continue to increase, driving investment capital 
away from U.S. life sciences and into other industries and other countries. To this end, I believe 
that the FAST Act currently being considered in the House, and the analogous TREAT bill in the 
Senate, go a long way toward improving our current regulatory system, and should be enacted. 

3 . In your testimony, you recommend changing the definition of “qualified small 
businesses ” under Section 1202 to include companies with gross assets up to $150 
million, to index the cap to inflation, and to exclude intellectual property and follow-on 
rounds of financing from the gross assets test. Can you elaborate on what makes capital- 
intensive industries different, and on how reforms to these rules would improve 
competitiveness? Also, you suggest that the definition of “ownership change " should be 
expanded to allow companies that have undergone an ownership changes as a result of 
certain investments, like venture financing, to still use net operating losses. What types of 
investments should this expanded definitions of ownership change include? What possible 
risks are there to expanding this definition? 

It takes 1 0 to 15 years for a company to bring a new medicine from discovery, through clinical 
trials, and on to FDA approval of a product. The entire endeavor costs on average between $800 
million and $ 1 .2 billion. I personally had to raise $600 million over a 1 5 year period in order to 
bring Acorda’s first drug to market, a breakthrough therapy that improves the ability of MS 
patients to walk. This capital-intensive process is most often undertaken by companies with 
virtually zero product revenue, so all research and development funds must come from investors. 
The significant capital requirements necessitate fundraising through a wide range of investors, 
and growing biotech companies need investors who are willing to support this long, high risk, 
expensive development process. 

Congress’ original intent in enacting Section 1202 was to encourage and reward individuals for 
taking risks by investing in new ventures and small businesses. However, by limiting the 
exclusions for qualified small business stock to investors in companies with less than $50 million 
in gross assets, the current Section 1202 does not provide adequate incentives to invest in small 
companies. The capital-intensive nature of R&D companies like those in the biotech industry 
pushes them above $50 million in gross assets and disqualifies them and their investors from the 
benefits of Section 1202. 

By making changes to the requirements in Section 1202, including raising the gross assets 
ceiling to $150 million. Congress can stimulate investment in growing innovative companies. 
These companies should not be penalized for their valuable IP and successive rounds of follow- 
on financing - these are important indicators of a biotechnology company’s health and 
attractiveness for future investment; by exempting these from the gross assets test. Congress can 
incentivize investment in small companies rather than restricting it. At a time when other 
countries are aggressively funding their own biotech industries in an effort to bolster their own 
competitiveness and attract American companies, incentivizing domestic investment in biotech 
should be a key component of Congress’s innovation agenda. 
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Similarly, Section 382 was enacted with commendable intent - to curtail NOL trafficking. 
However, small biotech companies are caught in its scope because their reliance on multiple 
rounds of financing triggers the ownership change restriction, I believe that investments in start- 
up companies in a loSs position with fewer than 500 employees and with at least 35% of 
expenditures going toward research and development should not qualify as an ownership change 
and, therefore, that those companies should be able to retain their NOLs. These investments in 
innovative companies are not what Congress was targeting when it restricted ownership changes 
- because of these small companies’ lack of revenue, any new investment is technically a loss- 
restricting ownership change, despite the fact that they operate at a loss for more than a decade. 
If small biotech companies could retain their NOLs, they would be able to include them as tax 
attributes on the balance sheet, thus increasing their value when preparing for additional rounds 
of financing like mergers or initial public offerings. This change would ineentivize investment 
in biotech and drive innovation. 



87 




QUESTIONS FOR THE RECORD 
THE HONORABLE RANDY NEUGEBAUER (R-TX) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

1 . The U.S. federal debt is now approaching $16 trillion, with no end in sight. How do our 
fiscal problems figure into your long-term business decisions and outlook? 

Certainty and predictability are extremely important for growing companies making long-term 
business decisions. Stable funding for important agencies like NIH and predictability from 
Congress on coverage, funding, and broader fiscal issues will enable companies and their 
investors to look down the road and make long-term decisions that will promote economic 
growth, which in turn will contribute importantly to reduction of the overall U.S. debt. 

2. / regularly hear from small businesses that federal regulation results in massive 
commitments of human capital, time, and resources to completing paperwork and 
ensuring compliance. If you have experienced this issue, please provide examples. How 
does this affect your business operations? What can Congress do to alleviate this 
imposition? 

The FDA process alone required that my company hire significant additional staff, as well as 
several outside consulting groups costing several million dollars each. Our New Drug 
Application comprised over a million pages, which we had to convert to digital format and in 
which we had manually to insert thousands of hyperlinks. To prepare for the Advisory 
Committee meeting called by FDA required us to create over 1,200 slides and to devote over 5 
months of preparation, which consumed a large percentage of the time of our scientific and 
clinical staff, time that otherwise could have been devoted to our other drug development 
programs. 

In a similar vein, Sarbanes-Oxley compliance required that our very small company of fewer 
than 80 at the time of our IPO in 2006, spend over $2 million of our scarce dollars and hire 
additional staff specifically for this purpose. Congress recently took an important .step toward 
alleviating regulatory burdens by passing the Jumpstart Our Business Startups (JOBS) Act. This 
legislation will provide emerging growth companies five years to find their feet on the public 
market before having to comply with burdensome regulations like Sarbanes-Oxley (SOX) 
Section 404(b) and certain other accounting and disclosure requirements. The exemption from 
SOX Section 404(b) will allow growing companies time to focus on their innovative research 
before having to divert funds to costly regulations. The JOBS Act will also ease private 
fundraising through an expansion of the eligibility requirements for SEC Regulation A offerings 
and broaden the investor base by reforming the SEC private shareholder limit and SEC 
Regulation D. 

The new law will ease capital formation for growing biotechnology companies, giving them 
access to both private and public investors at a time in their growth cycle when they have little to 
no product revenue to offset the costs of conducting groundbreaking research. Currently, 
venture financing is stagnant and the public market remains closed to many biotech companies. 
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By removing regulatory burdens, the JOBS Act will allow companies to focus on the search for 
cures and breakthrough medicines rather than bureaucratic red tape. 
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Responses by Mr. Mick Truitt 




LUDLUM MEASUREMENTS, INC. 

501 OAK ST./P.O. BOX 810 

SWEETWATER, TEXAS 79656 

Phone: 325-235-5494 800-622-0828 (USA) 

Fax: 325-235-4672 E-Malll; !udlum@!ucllums.com 
Website: http://www.iudiums.ccHn FEIN 75-1085764 



DESIGNER AND MANUFACTURER 
OF 

Scientific and Industrial 
Instruments 


April 12. 2012 


The Honorable Ben Quayle 

Chairman, Subcommittee on Technology and Innovation 
Committee on Science, Space, and Technology 
2321 Rayburn House Office Building 
Washington. DC 20515 

Dear Chairman Quayle; 

I would like to thank you and the entire committee for allowing me to appear before you and for listening 
to the issues and concerns facing Ludlum Measurements Inc.. I especially wanted to stress how the 
issues of immigration and taxes affect all companies no matter what their size or where they are located 
in the United States. Hearings such as this are essential for our congressional leaders to hear directly 
from businesses and understand how regulations and policies they are making impact the people they 
govern. Attached please find the responses to the questions submitted to me. Please fee! free to call 
upon me anytime when i may be of service. 

Thank you again for the opportunity to express my viev\« and concerns. 



Mick Truitt 

Ludlum Measurements Incorporated 

Vice President of Sales, Marketing and Business Development 


Serving the Nuclear Industry Since 1962 
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QUESTIONS FOR THE RECORD 
THE HONORABLE BEN QUALYE (R-AZ) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Fostering the US. Competitive Edge: Examining the Effect of Federal Policies on Competition, 
Innovation, and Job Growth. 

T uesday, March 27, 20 1 2 

Responses by Mick Tj yitt. Vice President of Ludlum Measurements, Inc, and may or may not reflect the 
views of the U.S. Chamber of Commerce. 

1. What do you believe is more important for policy makers to focus on — ^targeted policies 
designed to provide an immediate boost to the economy or economic policies designed to 
create the conditions for long-term growth? 

Response - When it comes to questions of policy in this issue area, Congress should operate 
like a business. Ft is always a balance. You need some short-term projects/policies for cash 
flow and immediate growth and long-term projects/policies to make sure you have a secure 
foundation for the future. What is important to always remember is that the United States 
economy is like a company in that it is either growing or dying. Congress should focus on 
putting in place policies that foster an environment that encourages businesses and 
entrepreneurs to invest, expand and create jobs which will in turn get our economy moving in 
the right direction. 

2. In your testimony, you stated that LMl is structured for tax purposes as a Subchapter S 
corporation and that company profits are passed through to shareholders and taxed at the 
individual’s marginal income tax rate. Could you elaborate on what the implications would 
be for your business if marginal individual income tax rates were to increase at the end of this 
year? In your experience would this affect other emerging innovative companies? 

Response - The increase in the marginal tax rate for the individual would have huge and 
harmful implications for our business. Ludlum Measurements Incorporated (LMI), like other 
Sub Chapter S corporations, pays distributions to cover individual shareholder taxes. 
Therefore, if individual tax rates are allowed to increase, distributions would be higher 
leaving less cash in the corporation to reinvest. LMl has a policy of reinvesting all funds 
possible back into the company through capital equipment purchases and hiring employees. 

If there was less cash available because the individual rates are permitted to increase, LMl 
would not be able to hire as many employees or buy more equipment. New and emerging 
companies would be hit even harder. They have less cash to begin with and the more funds 
that go to the government due to higher taxes, then they have less to reinvest and keep the 
company afloat. 
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QUESTIONS FOR THE RECORD 
THE HONORABLE RANDY NEUGEBAUER (R-TX) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies on Competition, 
Innovation, and Job Growth. 

Tuesday, March 27, 2012 

lesponses by Mick Truitt. Vice President of Ludlum Measurements, Inc. and may or may not reflect the 
1227 views of the U.S. Chamber of Commerce, 

1, The U.S. federal debt is now approaching $16 trillion, with no end in sight. How do our fiscal 
problems figure into your long-term business decisions and outlook? 

Response - We are an international company in that we sell and ship goods all over the 
world, but we also own a company in England. We deal in various currencies in our 
business. When the United States federal government cannot pay its own bills it drastically 
hurts our economy which in turn hurts our business. When the dollar is weaker, it costs us a 
lot more money through currency exchange. The Unites States of America certainly has the 
means to cover its own debt, and I’m extremely disappointed that our leaders have let us get 
in this bad of financial shape. A business is not allowed to operate in this manner, why 
should our government? 

2. I regularly hear from small businesses that federal regulation results in massive commitments 
of human capital, time, and resources to completing paperwork and ensuring compliance. If 
you have experienced this issue, please provide examples. How does this affect your business 
operations? What can Congress do to alleviate this imposition? 

Response - There are really too many examples of this to explain in a short period of time. I 
will stick to the ones that were most directly related to the testimony. When it comes time for 
LMl to hire new highly technical people what sometimes becomes apparent is that we have 
to go not only outside of Texas but outside of the United States to get the expertise we 
require. In the one example of the person we hired from Mexico it has cost LMI over $17,000 
and probably 1 ,000 hours to go through the appropriate channels and paperwork to get this 
accomplished. It would be very beneficial to LMI and companies in a similar situation to 
alleviate this unnecessarily burdensome process to allow us to acquire the high level 
personnel with advanced degrees we need. We should be able to be expedite this process with 
user friendly forms and less onerous paperwork so that it does not take special legal help to 
maneuver through what is currently a very cumbersome process. 

Another issue is the R&D tax credit. The paperwork required to be documented is significant 
and can actually cut into the time an engineer has available to design new products. LMI is 
hesitant to spend this much engineering time on the paperwork that is required to take full 
advantage of this tax credit. This hesitation is exacerbated due to the reality that every year 
we are unsure whether the credit is going to again be extended or not. Making the R&D tax 
credit permanent would alleviate these concerns, give us a long-term solution and empower 
LMI to invest the time and resources required to take full advantage of the R&D tax credit. 
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QUESTIONS FOR THE RECORD 
THE HONORABLE DANA ROHRABACHER (R-CA) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies on Competition, 
Innovation, and Job Growth. 


Tuesday, March 27, 2012 

Responses by Mick Truitt, Vice President of Ludlum Measurements, Inc. and may or may not reflect the 
views of the U.S. Chamber of Commerce. 


1. What impact will the 2.3 % tax on medical devices have on innovation, job creation, and U.S. 
global competitiveness? 

Response - LMl has to consider any new tax as an additional cost which has to be offset by the 
price of the instrument. When calculating this cost, it is not only the 2.3% for the tax but in this 
case an additional 0.5% for the overhead to track and file these taxes. This additional 
approximately 3% is nothing but overhead and adds no intrinsic value to the instrument that can 
be used to show how LMI products compare to other products made outside the United States that 
do not have this kind of tax. 

2. Will the medical device industry and small manufacturers pass this tax on to consumers in higher 
prices for patient care? 

Response - LMI would have to pass this additional tax and overhead onto our customers, who in 
turn set the prices for patient care. While we cannot speak directly for them, I do not see how they 
would be able to be in business without passing additional costs onto their customers who are 
their patients. 

3. Are we stifling innovation with unnecessary tax burdens on small businesses who are trying to 
promote economic growth? 

Any taxes and overhead tie up and redirect time and money that cannot tlien be used to add new 
equipment or employees. Also any new regulations tie up employee time just reviewing and 
determining if and how the new regulation affects LMI. 
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Responses by Mr. Thomas M. Brandt, Jr. 

QUESTIONS FOR THE RECORD 
THE HONORABLE BEN QUALYE CR-AZ) 


1. What do you believe is more important for policy makers to focus on — targeted 
policies designed to provide an immediate boost to the economy or economic 
policies designed to create the conditions for long-term growth? 


With respect to policies to boost the economy and economic growth, I believe there 
is a place for both short-term and long-term policies that can work together. As the 
economy is still turning around, targeted policies can provide companies, especially 
smaller ones, with the tools they need to keep employment steady, increase 
employment, invest in R&D, and continue to grow their businesses. That said, I 
believe economic policies focused on long-term growth are extremely important 
and should always be part of the discussion. Long-term policies will provide 
innovators with the certainty and predictability they need when making long-term 
planning decisions. 

In addition, foreign governments, are increasingly aggressive in promoting 
favorable tax policies, improving their legal, accounting and intellectual property 
structures, and boosting their R&D spending to foster innovation in their countries. 
The U.S. needs to meet challenge of foreign competitors or risk losing our 

technological edge. To maintain our nation's competitive advantage, we must 
update public policy to support what has made us successful: Improving access to 
capital with smart tax policies, increasing support for basic R&D, improving math 
and science education, supporting immigration and opening new markets. 


2 
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QUESTIONS FOR THE RECORD 
THE HONORABLE RANDY NEUGEBAUER (R-TX) 




1. The U.S, federal debt is now approaching $1 6 trillion, with no end in sight How do our 
fiscal problems figure into your long-term business decisions and outlook? 


As a small / midcap technology company, TCS is affected by access to and cost of capital. 

To the extent that interest rates in general are affected by market uncertainty about the US 
treasury’s ability to fund deficits, we are impacted. Our company is also a vendor of 
technology to US government agencies, and uncertainties about budgets and funding also 
adversely affect the willingness of investors to support our company. 


2. 1 regularly hear from small businesses that federal regulation results in massive 
commitments of human capital, time, and resources to completing paperwork and 
ensuring compliance. If you have experienced this issue, please provide examples. How 
does this affect your business operations? What can Congress do to alleviate this 
imposition? 


Accessing public equity markets to fund our business has become increasingly expensive 
since our IPO in 2000, mainly due to audit and staff fees to comply with SEC requirements 
including Sarbanes Oxley requirements. In 2010-11, our annual audit and related fees have 
been in the $800-$900,000 range, while the market value of the securities protected by 
these regulations has been in the $100-$250 million range. So it is clear that the 
proportion of financial market policing cost to economic risk has been extraordinarily high 
for us. 

Entrepreneurial, smaller businesses like ours have been the victims of the broad brush of 
"regulation" falling disproportionately on small and large risks. By definition, investors in 
smaller companies are doingso on the fundamentals of the business plans, markets, and 
technology. High profile cases large-loss cases have tended to involve large scale complex 
derivative securities and deal structures. 

In terms of what Congress can do to address this, passage of the JOBS Act was a step in the 
right direction in terms of creating an "on-ramp" for companies going public. The Startup 
Act, introduced by Senators Warner and Moran, is another piece of legislation that would 
address the disproportionate impact of regulations on smaller companies. The bill would 
require a cost-benefit analysis of proposed regulations with an impact of $100 million or 
more to determine its potential impact on the formation and growth of new businesses. By 
better studying and reviewing proposed laws and regulations before they go into effect, we 
may be able to avoid some of the extraordinary implementation problems that resulted 
after enactment of the Sarbanes-Oxley Act 


3 
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Responses by Mr. Richard Bendis 




QUESTIONS FOR THE RECORD 
THE HONORABLE BEN QUALYE (R-AZ) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Postering the U.S. Competitive Edge: Examining the Effect of Federal Policies on Competition, 
Innovation, and Job Growth 

Tuesday, March 27, 2012 


1. What do you believe is more important for policy makers to focus on — targeted 
policies designed to provide an immediate boost to the economy or economic policies 
designed to create the conditions for long-term grovrth? 


1 BELIEVE BOTH ARE IMPORTANT AND WE SHOULD NOT MAKE AN EITHER 
OR DECISION. WE SHOULD TAKE A BALANCED PORTFOLIO APPROACH 
LOOKING ALL THE WAY BACK TO PROOF OF CONCEPT OPPORTUNITIES AS 
WELL AS MATURE INDUSTRIES , SUCH AS MANUFACTURING AND 
DEVELOP POLICY THAT WILL HELP BOTH THE SHORT TERM IN CREATION 
OF MORE HIGH SKILLED OPERMANENT JOBS AND LONG TERM BY 
PROTECTING EXISTING JOBS THAT MIGHT HAVE GONE OVERSEAS BUT 
ARE STARTING TO COME BACK TO THE U.S.AS WELL AS PROTECT OTHER 
CRITICAL JOBS THAT WE MIGHT LOSE OVERSEAS. 
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QUESTIONS FOR THE RECORD 
THE HONORABLE DONNA EDWARDS (D-MD) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies on Competition, 
Innovation, and Job Growth. 


Tuesday, March 27, 2012 


1. You note that the Office of Innovation and Entrepreneurship and the National 
Advisory Committee on Innovation and Entrepreneurship should have greater visibility 
within the Administration and Congress in order to effectively serve as the central 
location and focal point of Federal innovation activities, as well as foster interagency 
cooperation in this area. Can you tel! us what you think needs to be done to strengthen the 
Office and have it realize its full potential, as envisioned in the America COMPETES 
Reauthorization Act of 2010? 

THE OFFICE NEEDS AT LEAST AN ASSISTANT SECRETARY IF NOT FULL 
SECRETARY CLASSIFICATION. THE CURRENT POSITION OF OIE IS LOST 
WITHIN DOC/EDA DOES NOT HAVE A BUDGET OR STAFF AND ALSO DOES 
NOT HAVE A CLEAR MISSION THAT CAN BE MEASURED. 

IT MAY BE MORE APPROPRIATE TO CREATE A NEW PRIVATE/PUBLIC 
PARTNERSHIP OUTSIDE OF GOVERNMNET LED BY THE PRIVATE SECTOR 
WHERE GOVERNMENT IS A PARTNER BUT SUPPORTS AND DOES NOT 
CONTROL AN OFFICE OF INNOVATION AND ENTREPRENERSHIP WHICH ARE 
BASICALLY DRIVEN BY PRIVATE SECTOR AND ENTREPRENEURS. 

THE U.S. DOES NOT HAVE A LONG TERM, SUSTAINABLEAND INTEGRATED 
INNOVATION AND ENTREPRENEURSHIP STRATEGY OR IMPLEMENTATION 
PLAN AND THIS ENTITY SHOULD BE RESPONSIBLE FOR DEVELOPING AND 
MONITORING ITS EFFECTIVENESS 

2. In your testimony, you mention the need for the Economic Development 
Administration to have “additional flexibility in program design and implementation” in 
relation to its Regional Innovation Program because “every region in the U.S. has their 
unique assets, strengthens, and needs.” Can you please elaborate on the current 
constraints that EDA is operating under with respect to their Regional Innovation 
Program and why this is a concern? 

THE EDA PRIMARILY FOCUSES ON ECONOMICALLY DISTRESSED COMMUNITIES 
AND REGIONS IN THE U.S. IT SHOULD HAVE THE FLEXIBILITY TO HAVE STRONG 
AND WAK REGIONS WORK TOGETHER TO FORM STRONGER REGIONAL 
INNOVATION CLUSTERS AND THE EDA ALSO IS SEVERELY LIMITED BY THE SIZ E 
OF ITS ANNUAL BUDGET. THE EDA IS THE MOST ENTREPRENEURIAL FEDERAL 
AGENCY AS THE NEW i6 COMPETITIONS DEMONSTRATES BUT AWARDING 6 
$1 MILLION AWARDS WILL NOT HAVE A SIGNIFICANT IMPACT UNLESS LARGER 
AND MORE AWARDS ARE MADE. EDA IS LOOKED UPON AS A SECOND CLASS 
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AGENCY SINCE ITS BUDGET IS SO SMALL IN COMPARISON TO THE MAJORS , BUT 
ITS CURRENT AND POTENTIAL IMPACT ON AMERICA CAN BE GREAT 
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QUESTIONS FOR THE RECORD 
THE HONORABLE RANDY NEUGEBAUER (R-TX) 

U.S. House Committee on Science, Space, and Technology 
Subcommittee on Technology and Innovation 

Fostering the U.S. Competitive Edge: Examining the Effect of Federal Policies an Competition, 
Innovation, and. Job Growth. 

Tuesday, March 27, 2012 


1 . The U.S. federal debt is now approaching $16 trillion, with no end in sight. How do our 
fiscal problems figure into your long-term business decisions and outlook? 


THE U.S. FISCAL PROBLEMS HAVE A NEGATIVE IMPACT ON EVERYONE 
INCLUDING, THE STATES, CITIES, INDUSTRY, ACADEMIA AND 
ENTREPRENEURS. ENTREPRENEURS AND INNOVATORS HAVE TO FIND 
WAYS TO BOOTSTRAP THEIR OPERATIONS TO TRY TO GET NEW PRODUCTS 
AND SERVICES TO THE MARKET AND UNFORTUNATELY GOVERNMENT AT 
ALL LEVELS DOES NOT HAVE THE NECESSARY TOOLS AND PROGRAMS TO 
ASSIST THEM. 

I BELIEVE THERE NEEDS TO BE A CRITICAL ANALYSIS OF THE EXISTING 
FEDERAL PORTFOLIO OF PROGRAMS AND DETERMINE IF ALL ARE 
WORTHY OF FUNDING IN TODAY’S ENVIRONMENT. UNTIL A STRATEGIC 
PLAN FOR INNOVATION AND ENTREPRENEURSHIP IS DEVELOPED IT IS 
HARD TO DETERMINE WHERE THE GAPS ARE THAT GOVERNMENT NEEDS 
TO ADDRESS AND WHERE THERE MAY BE ANTIQUATED POLICIES OR 
PROGRAMS THAT WE DON’T NEED. 

I BELIEVE THERE IS MORE THAN ENOUGH MONEY TO GROW OUR 
ECONOMY IN THE BUDGET, BUT WE ARE AFRAID TO MAKE THE DIFFICULT 
DECISIONS TO CUT PROGRAMS OR REPURPOSE BUDGETS TO WHERE 
THERE ARE CREATED NEEDS TODAY FOR THE FUTURE. WE NEED TO 
ELIMINATE SOME LEGACY AND PORK PROGRAMS TO RIGHT SIZE OR 
BUDGET, 


2. I regularly hear from small businesses that federal regulation results in massive 
commitments of human capital, time, and resources to completing paperwork and 
ensuring compliance. If you have experienced this issue, please provide examples. How 
does this affect your business operations? What can Congress do to alleviate this 
imposition? 

THERE ARE UNNECESSARY DELAYS IN THE DECISION PROCESS FOR 
GOVERNMENT PROGRAMS ESPECIALLY THOSE THAT EFFECT SMALL 
BUSINESS AND ENTREPRENEURS. A PRIME EXAMPLE IS THE SMALL 
BUSINESS INNOVATION RESEARCH PROGRAM (SBIR), WHERE IT TAKES 
SEVERAL MONTHS AFTER AN APPLICATION IS MADE TO MAKE DECISIONS 
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ON AWARDS. IN ORDER FOR AMERICA TO REMAIN GLOBALLY 
COMPETITIVE WE NEED TO BE DECISIVE IN MAKING DECISIONS IN 
CRITICAL NEW EMERGING INDUSTRIES AND TECHNOLOGY AREAS WHERE 
FOREIGN COMPETITION IS BECOMING MORE FORMIDABLE, THE U.S. 
GOVERNEMNT NEEDS TO BECOME MORE ENTREPRENEURIAL IN ITS, 
DECISION MAKING, PROGRAMS AND POLICIES SO AS TO BE ABLE TO 
COMPETE MORE EFFECTIVELY IN THE GLOBAL INNOVATION ECONOMY. 




Appendix 2 


Additional Material for the Record 


( 101 ) 
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TechAmerica: Technology Roadmap for America 


T6ChArn6ric3 technology Roadmap for America 

WHERE THE FUTURE BEGINS 


To remain competilive in todays world - and to find solutions to our most pressing needs - our nation must 
Ironsform itself ond creole an innovation economy, in the 21st century, our health, education, economy, 
national and homeland security and global competitiveness ore all dependent on innovation technology and 
policies. Preparing Americans to create and perform jobs of the future requires investment in the ''building 
blocks" of innovation. We urge Congress to enoct a Technology Roadmap; 

1. Research and Development. Strengthen and make permanent the R&D tax credit. The current 
credit’s on-again, off-ogain nature impedes long term research planning by industry. 

2. Trade, implement on innovation-based nationol trade policy with new free trade agreements that 
open up new markets and expand existing ones for U.S. firms to export products. 

3. Jobs, Education and Training. Ensure a competitive 21st century workforce through a greater 
emphasis on science, technology, engineering and math education and initiatives io strengthen 
life-long learning opportunities. 

4. intellectual Property. Enact meaningful patent ond content protection to drive innovation. 

5. Cybersecurity. Protect our nation's technology infrostructure and ensure citizens are shielded from 
cyber attack, dota breorjies and hackers. Promote trusted identities online. 

6. Privacy. Promote consumer trust and confidence in online commerce. Provide consumers with 
teasonobie choice and control while allowing for technological innovation that spurs innovation. 

7. Broadband. Meet our broadband challenge through innovative solutions that acceterole broadband 
deployment and adoption. Adopt spectrum ond Universol Service Fund reforms. 

8. Government Management. Improve government effectiveness with adaptation of innovative 
technologies, OMB IT plan implementation, and repeal of contractor withholding. 

9. National Security and Homeland Security. Technology depbyinenf is a critical eiement to success in 
these missions and also drives innovation in the private sector. 

10. immigration. Strengthen our economy by fixing America's broken skilled immigration system, 

1 ] , Competitive Tax Code. Enact pro-innovation tax reform and a temporary repatriation incentive. 

1 2. Cloud. Implement a framework that promotes public and commercial sector cloud computing. 

13. Smart and Clean Energy. Promote technology solutions as a means to solve the notion's energy 
chollenges. 


For more information, contact TediAmerica SVP for Federal Govemnnent Affairs Kevin Richards at 
kevin.ricJiards@techamerica.org or 202.595.3062. 
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